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On the Problem of Economic 


Development: Nelson Rockefeller — 
The Confused Good - Neighbor 


By ACIERTO* 


This is an inquiry into certain aspects of public policy 
as it relates to the development of the less-developed areas 
of the world. The approach is that of an examination into 
the views of Nelson Rockefeller, because in the mass of con- 
flicting opinions on the optimum means of achieving an effec- 
tive program, he alone has been on all sides of all questions. 
With Rockefeller the confusion of politicians and technicians 
alike has reached its maximum. He becomes, therefore, an 
ideal case study in the evolution of policy. 

Some examples in summary may be cited: (a) Rockefeller 
has advocated that hereafter American corporations must 
invest abroad not for profit, but purely to render service. 
Yet, he has also advocated a completely unjustified tax grab of 
some $3.5 billion per decade on behalf of these same foreign 
operations, presumably so that the quest to serve shall not 
pall. (b) Rockefeller has advocated maximum integration of 
foreign economic activity within the United States govern- 
ment. But he has also urged maximum proliferation of the 
structure of developmental assistance, maximum duplication 
of facilities, and the establishment of the largest possible num- 
ber of agencies to perform the same job—all without regard 
to the nature of the function for which the structure is being 





* Acierto is the author of “Dollar Bonds and Dollar Loans” in 
Volume IV, No. 2 of this journal, “The Gillette Committee Investigation 
of the Price of Coffee” in Volume IV, No. 1, and “A Marshall Plan for 
Latin America,” in Volume I, No. 2. 
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designed. (c) Rockefeller has advocated enormously in- 
creased expenditures for technical assistance. Yet, in a 
privately-financed venture in the same field, the succession of 
failures in expenditure of relatively large sums over a limited 
area and population must have raised serious doubts in his 
mind as to the ability to use effectively immense outlays 
for the purpose and particularly the ability to expand the 
use of such funds greatly over a short period without suffering 
rapidly diminishing returns. (d) Rockefeller has seized 
eagerly on the sloganeering that the development of the less- 
developed areas should be accomplished by private enterprise. 
Yet, he has also emerged as the prime advocate of private 
enterprise at public risk, a fearfully dishonest use of the term 
“private enterprise.” (e) Rockefeller has expressed tre- 
mendous confidence in the vitality and effectiveness of the 
American economic system. Yet, he has become the prime 
example of what Eric Johnston has aptly labelled the “goose- 
pimple peddlers” and “fear-salesmen,” those who seek to win 
hasty support for unsound measures by visualizing an alter- 
native of disaster and sounding a “crisis” note on every issue. 
(f) Rockefeller has luxuriated in the public’s confidence in 
the integrity of this truly great American family. Yet, his 
bootlicking of the least respectable elements around the White 
House, his use—in preparation of recommendations for the 
U. S. Congress on U. S. Policy—of foreign agents hired to 
further foreign interests, his attempt to interfere with official 
State Department reporting in order to block official knowledge 
of the failures of a private venture which he is citing simul- 
taneously as the prototype for the vast new government pro- 
gram, his willingness to allow himself to be used as a “front” 
by shrewd bureaucrats, has been poor repayment of the public 
confidence. His failure to speak out independently on the 
major issues in the foreign economic and political field of 
his special competence (Latin America) has been notable. As 
an important contributor to financing of the Republican Party 
and a potential office-holder in any resurgence of that party 
he has professed faith in the Congress as the vehicle by which 
the wishes of the people are converted into government policy. 
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Yet, unlike Stuart Symington who swiftly reached the con- 
clusion in the tin-price controversy that it was for the Congress 
rather than for any group of cartellists or speculators to deter- 
mine what foreign aid shall be given what foreign countries 
in what magnitudes, Rockefeller took the opposite position in 
the case of the great coffee swindle of 1949-50 and at one time 
was even reported by a Senate committee to have an un- 
registered lobbyist and/or unregistered foreign agent floating 
around the Hill to seek support for the viewpoint that it is 
proper for foreign speculators thus to write foreign-aid pro- 
grams to be financed by this country. 

Since we are concerned more with developmental policy 
than with manifestations of schizophrenia with respect to 
such policy, let us at this point examine the facts. 

Service and Profit: Incentive and Grab. Rockefeller sug- 
gested early in the post-war period that American corporations 
must henceforth invest abroad in order to render service 
rather than for the purpose of making profits. It was imme- 
diately apparent to those who understand and have faith in 
the American system that he had missed the important point: 
that stockholders invest in a corporation in order to make 
money, that officers of a corporation would be derelict in their 
responsibilities if they converted their organizations to “do- 
gooding” ventures unconcerned with profit-making, that 
profits and service are linked in the American system and 
it is that link which justifies the support of the system. The 
first John D. Rockefeller would not have missed the point. 
He would from the start have pointed out that the role of 
corporate officers with respect to their shareholders involves 
profit-making, and in his later years he or Ivy Lee would 
correctly have pointed out that it is the drive to make profits 
that permits the immense developmental benefits to the foreign 
country that derive from American business activity overseas. 

Next, we find Rockefeller feeling that “returns from invest- 
ments abroad are not sufficient to offset the great risks of 
foreign investment” and suggesting accordingly that private 
business be handed a tax incentive or be allowed a tax-grab 
of some $3.5 billion per decade. In addition to the incentive 
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argument, Rockefeller added the clincher that a number of 
such important investing countries as Poland, Russia, Hun- 
gary, Iceland, Ireland, Finland, Yugoslavia, had already 
recognized the principle that when their private business 
enterprises invest abroad they should not be taxed in the 
country from which the capital happened to come — and 
presumably the U. S. Congress would want to follow the 
example of these important investing countries! } 

Now, what is the specific situation to which this recommen- 
dation applies? The focus of investment decision, the ele- 
ments of the policy-decision of an individual corporation to 
go abroad or to abstain from going abroad, comprise a subject 
which no economist claims to have probed adequately. But 
there is certainty on one aspect of the problem. Namely, that 
the matter of U. S. taxes has not either historically or cur- 
rently been the dominant or major or even a significant ele- 
ment in the decision. Consider the important abstentions from 
potential investment in the post-war period in Latin America: 
Brazilian petroleum—$50 to $250 million might long since have 
poured into Brazilian petroleum exploration and exploitation. 
The failure to get this flow of capital had nothing to do with 
taxes. The communist cry of “the petroleum is ours” coupled 
with the greed of local capitalists who did not themselves 
want to take the risk but who insisted that they not be deprived 
of the potential profits has balked the entry of foreign private 
capital. Chilean petroleum—the Chilean government has been 
unwilling to let the companies come in. Punto. Argentine 
petroleum—the Argentine government’s policy is of long 
standing and it is consistent in the line of narrowing foreign 
participation more and more. Colombian petroleum and min- 
ing—labor tendencies and the government attitude on them, 


1 Baggett of United Fruit Company uses the argument that European 
investors might preempt the field if allowed to have a competitive tax 
advantage over what this government allows the U. S. investor. This 
can hardly be an effective argument, for the United States is glad to 
have as much capital as possible flowing into Latin America, and if 
Europe has capital to spare, fine and dandy. (Second Delaware Confer- 
ence on World Economic Development, p. 90). 
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unsatisfactory investment legislation, and later the political 
chaos and what it portends coupled with an unethical rela- 
tionship at the World Bank—these have been significant 
factors. Peruvian petroleum—the inability to bring out suit- 
able legislation has barred the flow of sizable sums of capital. 
Brazilian ore—the same unwillingness to risk rapid develop- . 
ment under foreign leadership has slowed the investment and 
in the case of iron ore probably permanently diverted primary 
investment interest to Venezuela and Canada. 


It may immediately be pointed out that these examples 
are taken from the raw-material field, that manufacturing is 
a different matter. But the fact is that investments in manu- 
facturing yield such high rates of profits in Latin America 
that plowbacks of earnings are the major source of expan- 
sion. In addition, the factual evidence (which the do-gooders 
refuse to credit) leads to the conclusion that with the con- 
spicuous exception of major ventures in heavy industry (and 
even some of these) domestic capital in Latin America multi- 
plies so fast whether put into manufacturing or other enter- 
prises that it can today meet most of the requirements for 
further expansion of manufacturing industry. 


Historically, consider what the economic historian will one 
day label the turning point in L. A. investment decision, in the 
challenge of government ownership to private enterprise— 
namely, the decision of U. S. Steel not to set up the steel 
plant in Brazil, and the subsequent development of Volta 
Redonda under government auspices and inter-government 
financing. The whole history of heavy industry in Latin Amer- 
ica might have been different, had not U. S. Steel on this invest- 
ment decision been guided by the defeatism and depression- 
consciousness which has similarly marred its contribution to 
the cause of private enterprise in the United States, in sharp 
contrast with such live and forward-looking industries as 
petroleum and automobile manufacturing. The Wolf survey 
for a steel industry in Brazil estimated conservatively that 
the industry could yield 13.5 to 15% per year. (This was in 
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prewar days).? The tax concessions which Rockefeller now 
advocates might have converted this into a forecast of perhaps 
14.5% to 16%. No one who is familiar with the case can 
possibly believe that this addition to the forecast would have 
altered the decision of U. S. Steel. The ultimate decision was 
reached on the basis of a wholly different set of circumstances. 
An examination of the major investment decisions that have 
resulted in abstention from investment similarly would show 
that a potential addition of 1 or 2% to the profit forecast 
would not have altered the decision. 

The recommendation has been further confused by suggest- 
ing that if the United States eased up on its taxation, the 
under-developed countries might simultaneously be able to 
boost their revenues from the same ventures. Obviously, if 
this happened the incentive-idea would have to be thrown out 
of the window, since the total tax bill of the corporation would 
be of unchanged proportions. It is clear, then, that advocates 
of the recommendation for which Rockefeller fronts have 
something else in mind. What? Investments can be divided 
into two major categories: (a) Those lines in which there is 
substantial domestic participation. This includes the bulk of 
the manufacturing activity, where discriminatory legislation 
as between local and foreign owned enterprises is difficult, 
although some preferentials can be extended even so to local 
companies by more serious enforcement of social security and 
tax legislation when foreign interests are involved. In this 
category the American investing company can count on the 
local manufacturing interests to oppose a boost in taxes that 
would absorb the drop in U. S. taxes. In this case, there 
is an obvious net gain for the American corporation. (b) 
Those lines in which the foreign entities do not share the field 
with local capital to any considerable degree. An example is 
petroleum. Here it is possible to legislate specifically for the 
industry, and accordingly a decrease in the U. S. tax burden 


2 The case is a good one to cite in an article on Rockefeller’s views, 
for to his credit the Coordinator’s Office in its early days worked 
actively to interest New York in changing its negative position on the 
steel venture. 


PROBLEM OF ECONOMIC DEVELOPMENT 9 


would enable the corporation to accept more gracefully the 
certain boost in foreign tax levies. Since the continuing ten- 
dency is for foreign taxes to rise anyway, companies feel that 
the ability to get the Treasury of the United States to carry 
the burden of rising Latin levies even for a few years is all 
to the good.* 

What claim to a retroactive tax grab of this kind does a 
company have which long ago invested in Latin America, 
which has paid off from profits every three or four years its 
whole investment, which has already taken the risks of invest- 
ment and has been paid generously for assumption of such 
risk? This is after all an area in which investments earn an 
average of around 25% per year. (It is a curious fact that 
the fight for the tax savings, for which Rockefeller is merely 
a front, is actually led by a representative of a corporation 
whose earnings record in Latin America stands out as one 
of the most profitable enterprises abroad in the history of 
foreign investment). 

And if the retroactive grab is not justified, can a case still 
be made out for the tax exemption as a means of inducing new 
capital to flow abroad? The magnitude of the tax savings, 
using the figure cited by Rockefeller as the current U. S. 
Treasury yield, would permit an increase of perhaps 1 to 2% 
in the earnings of the investment. In an area where 25% is 
a common forecast of net earnings, the change to 26 or 27% 
is unlikely to figure significantly in the decision to invest. We 
are left thus with a questionable donation retroactively to old 
investors and with the unlikelihood that the new policy would 
materially affect the flow of new capital.4 

Take another case. The British-owned San Francisco Mines 
of Mexico recently reported for the year ending September 


3 One major investor in Latin America has adopted the policy of urging 
the Central American countries to tax American corporations up to the 
full U. S. rate, on the theory that if the country does not impose an 
income tax equal to that of the United States, the United States will 
collect the difference for its own Treasury. It thus becomes possible to 


pose as a generous friend of the Latin country without cost to the 
company. 
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30, 1950. The chairman worried that in this year (a rather 
unsatisfactory one since metal prices had been at a lower 
level most of the year) Mexican taxes had absorbed 66% of 
the gross profit of the company. British taxes had amounted 
to one-fifth of the Mexican taxes. The significant fact was 
that after both these burdens the company earned 25% 
net after taxes on capital employed, 75% on issued capital. 
If the British Government relinquished its claim to taxes, the 
net might have risen to 30%, IF, and this “if” is im- 
portant, the Mexican government chose not to adjust its taxes 
to absorb fully the drop in Britain. If new investors had in 
mind to enter upon similar activity, the decision in their Board 
meeting would not turn on the difference between a forecast 
of 25% and a forecast of 30%. 

Oddly enough, the same annual report of the San Francisco 
Mines contained a paragraph much more important to those 
of us who are interested in economic development. The 
chairman pointed out that Mexican labor’s productivity on the 
job was declining, that in a single year it declined 16% in 
terms of shifts worked per tons milled and 19% in terms of 
ore broken per shift worked, that absenteeism kept rising 
as the wage scale rose so that it took four men on the payroll 
to keep three men at work. When bureaucratic buildup, over- 
sophisticated monetary theorizing, and the variety of grabs 
have exhausted themselves, the problem of productivity will 
remain. 

Private Enterprise at Public Risk. While recommendations 
are being devised to boost the rewards for shouldering the 


4The bureaucratic position on the tax grabs involves high strategy. 
Since in Washington’s minds the chief objective in the developmental 
proposals is the authority to make enormous grants and loans, the idea 
was conceived of throwing business a bone in the form of tax concessions 
that it had been yammering about in order to get the rest of the program 
through the Congress. It is rather interesting that when Rockefeller 
brought the show into Washington at the annual meeting of the U. S. 
Chamber of Commerce, he featured the tax bait in a speech soliciting 
support for the whole program, and the gathering was sufficiently 
cognizant of the strategy to give him only a “polite but unenthusiastic 
response.” 
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special risks of foreign activity, the same group of thinkers 
has devised a variation of private enterprise which reduces 
to private enterprise at public risk, i.e., the carriage of the 
unusual risks by the United States government while the pri- 
vate investor is accepting payment for assuming those very 
same risks! One is reminded of Philander C. Knox dealing 
in an earlier period with an equally hard-to-satisfy group of 
bankers and saying in irritation “Do you expect to have a 
battleship attached to each bond?” The combination of a 
guarantee program and the tax exemptions is about as unrea- 
sonable as the demands of the bankers in the days of dollar 
diplomacy. If the United States Treasury is to provide 
guarantees against transfer difficulties, expropriation and 
such risks as are not present in domestic investment, the 
International Development Advisory Board would have to re- 
write its justification of the tax grab in which it enumerates 
these special risks of foreign enterprise as being precisely the 
reason why additional incentive through tax-exemption must 
be provided. 

Is the enterprise which has been abroad for some time and 
perhaps has more than covered its investment out of earnings 
every four years entitled to a retroactive guarantee against 
the risks which it has already in earnings been paid to as- 
sume? Should a new venture be guaranteed the excessive rate 
of return which is proper only for those ventures which as- 
sume special risks? 

Fortunately, the guarantee program by which risks would 
be shifted onto the U. S. Treasury has not moved smoothly. 
The reason is that the existing investors found that there was 
such an overwhelming case against extending the protection 
to them that there was a danger that the government would 
apply the system only to new investors, with a resultant 
competitive disadvantage to the older organizations. The 
existing body of investors has therefore been slow to support 
and has even opposed through some of the foreign trade or- 
ganizations a guarantee system.® There has however been 


5See p. 88 of “Second Delaware Conference on World Economic 
Development,” (Newark, Delaware). 
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too little thinking on what it means to involve the government 
in these guarantee problems. 

At a time when the weapons of inter-government protest 
have never been weaker, what exactly does the American 
envisage who advocates government guarantees against trans- 
fer difficulties and expropriation? If the guarantee is against 
transfer risk the corporation would presumably get its money 
out and let the government take over the worries. Is it en- 
visaged, in the present giveaway spirit, that the government 
would never want to exert pressure to force a country to stop 
spending beyond its means, that accordingly the U.S. Treasury 
would have to be prepared to hold local currencies indefinitely, 
with the alternative of using such currencies as a “grant” to 
the country in arrears? Getting into the spirit of the arrange- 
ment, a country would persistently overspend on imports, 
would continually be forced to label the movement of profits 
as “unessential,”’ would find such use of foreign exchange even 
more “‘unessential” once the creditor was the U. S. Treasury, 
and would wait until the immobilized resources were turned 
back for general purposes of development as a grant—quite 
in accord with the grant-in-aid recommendations of the same 
Rockefeller and the same Development Advisory Board. 

And what of the guarantees against expropriation? If an 
expropriation were in the public interest, if the country had 
the funds with which to pay for what it was taking promptly 
and effectively, there would be no need of invoking the govern- 
ment guarantee. If, then, the expropriation against which 
guarantees are issued is envisaged as one made without inten- 
tion or ability to pay, if the government of the United States 
lacks the influence to forestall the action when the property 
is in private hands, there is likely to be little chance of effective 
action once the corporation has been paid off and the Treasury 
becomes the proud holder of the bag. Are these expropriated 
properties too to become part of the grants to be made by 
the U. S. Treasury? And what is the end product of this 
whole process? Can it be anything other than chaos? 


It is not at all satisfactory to rely on the opposition of old 
investors to hold down the guarantee system, for when hard 
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pressed they may be expected to exert renewed pressure for 
being cut in on such a government system and having once 
got their foot in the door, they would cease to oppose such a 
system for new investments. We have in fact just come 
through such a conflict of principle and reality which should 
be instructive in the present circumstances. Early in the 
post-war period there was considerable discussion of export- 
credit insurance in Washington. There was substantial inter- 
est on the part of small businessmen and of inexperienced firms 
entering the foreign field. But the views of the major ele- 
ments in foreign trade prevailed. Time marched on. When 
the Argentine buying spree was nearing its end, most of the 
New York banks and many large foreign-trade corporations 
which should have known better failed to gauge correctly the 
proximity of the bottom of the barrel. They were caught 
heavily by their carelessness, to the extent of perhaps $100 
to $125 million arrears beyond normal commercial float. They 
had opposed export-credit. insurance, they had not paid fees 
for such insurance, they had incurred this risk with open 
eyes and without any commitment by the government. But 
they now came to Washington and because their predicament 
coincided with the desire of the State Department’s pro-Perén 
clique to show its solidarity with Perén they were bailed out. 
They got export-credit insurance—retroactively, without cost. 
Note, however, the unfairness of it all. A well-run export 
credit department saw to it that business from Argentina was 
rejected when it became clear that the country was over- 
extended. But a slob in another export credit department 
carelessly ran up a volume of business. The latter made its 
profit on the business by virtue of getting Washington to bail 
it out. The well-run firm suffered because it assumed that 
principle had guided the decision on export-credit insurance 
and that business and Washington were agreed that this was 
a job that each corporation would have to handle on its own. 
It is important, obviously, that the decision on government 
guarantees to investors abroad be based on principle rather 
than on the temporary circumstances that a group of shrewd 
older investors are holding out on the proposition until they 
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can be sure to be blanketed in under the measure in what 
would be a complete steal. 


The Mechanism of Policy Control and Implementation. 
“Integrate” is the holy word in Washington. ‘“Antipathy to 
the State Department” is a requirement for club membership. 
Organizational proposals in the foreign field thus proceed not 
on analysis-of function but rather on use of the magic word 
(integrate) and reliance upon the general antipathy toward 
the State Department. This explains Rockefeller’s wordy 
support of maximum integration of foreign economic activity 
outside the State Department. Unfortunately, this ignores the 
requirements of successful diplomacy and of successful execu- 
tion of foreign economic policy. 


We have had legislation on a personal basis before. When 
Jesse Jones had the RFC, Congress trusted him so much that 
powers were vested in RFC that no other person could have 
obtained. It is clear that the Congress should have been 
legislating for a government agency and not for a person 
who happened to be guiding it at the time. Some of the sub- 
sequent history of the RFC might have been less gruesome 
had the earlier legislation relied less on faith in a single 
administrator’s competence or integrity. Similarly, the lack 
of trust in the State Department caused FDR continually to 
go around it, to set up agencies to duplicate function on paper 
and to create certainty of clashes that would make effective 
execution of policy impossible. The recommendation for the 
“integration” of foreign economic operations in a single out- 
side agency does not stem from the motive of efficiency of 
operation but rather from the antipathy toward the Depart- 
ment. No one could have less confidence in the State Depart- 
ment than the writer. Yet, the solution would appear to be 
a shakeup and shakeout of the Department, rather than crea- 
tion of a second agency as a continuous challenger. Policy 
instruments with which to support effective diplomacy are 
all too few today. To place these instruments outside the 
Department so that the Department has to argue and beg for 
their use is the surest way of defeating effective defense of 
the national interest. 
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The recommendations for integration become the more 
ludicrous when they are placed against the background of the 
structure of duplicating agencies with which Rockefeller 
would provide developmental assistance. Here again there 
is no comprehension of function, no familiarity with (or a 
deliberate disregard for) the experience already gained. For 
Rockefeller, no proliferation of structure can be excessive. 
He would have the Export-Import Bank more heavily endowed 
and its authority broadened, he would give a wider role to 
the International Bank, he has on numerous occasions advo- 
cated a new Inter-American Bank, he would create a new 
International Development Authority with keys to the U. 8. 
Treasury, and he would also set up a new International 
Finance Corporation. 


What is the specific situation to which these recommenda- 
tions apply? The Export-Import Bank has never turned down 
a sound developmental project in Latin America for lack 
of funds; indeed, it has customarily had hundreds of millions 
available and has lacked proper outlets. The Export-Import 
Bank has in recent years had a liberal administration, with a 
genuine interest in accelerating the development of Latin 
America. If anything it has been too impatient to get going 
on projects in Latin America. And finally, the Export-Import 
Bank in sharp contrast with the International Bank has been 
a clean operation—with none of the signs of corruption and 
mismanagement which have so quickly arisen in the Inter- 
national Bank. Under these circumstances the failure of 
capital to flow at the speed which Rockefeller would prefer 
indicates not a failure of structure but a basic fact that money 
cannot be put out internationally at a faster pace unless there 
are to be tossed aside the fundamental decencies and orderly 
procedures that must govern any credit operation. 


When we were drafting the proposal for an Inter-American 
Bank more than a decade ago, we thought that it might have 
advantages (a) as a sort of club-house in which hemisphere 
financial leaders might get an indoctrination into the advis- 
ability of sound financial practices, (b) as a means by which 
to retain control of the flow of U. S. capital while giving the 
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flow an international character which might permit a greater 
degree of supervisory authority over the uses to which the 
loans were put, and (c) as a vehicle which would force a 
liberalizing of Exim Bank practices.® At that time the Export- 
Import Bank was in its Welles-to-Jones phase, when instruc- 
tions came over to the Bank in strictly political terms and 
the Bank did all it could to slow up the use of the funds after 
the public relations value of the credits had been gained. Since 
that time the character of Exim Bank management has changed 
drastically and the Bank has even accepted a steady deteriora- 
tion in its guiding policies in an effort to facilitate the flow 
of funds. Still, capital does not flow at the pace desired by 
the impatient do-gooders. 


When the World Bank came along, there was gained the 
advantages of an international cloak for the flow of U. S. 
capital which theoretically at least permitted a greater degree 
of supervisory attention than might have been possible by a 
strictly U. S. agency, there was gained the club-house for 
bankers of the world. The source of the funds continued to 
be the credit of the United States. But capital did not and 
has not moved in the volume that the Latin American countries 
have wished and there has been vigorous criticism in Latin 
America, which incidentally appears to be the reason why the 
always available “Charlie McCarthy” voiced the demand for 
an Inter-American Bank again. 


Interestingly enough, the duplication which exists when 
only the World Bank and Exim Bank have the field has al- 
ready excited the attention of unbiased observers, for it has 
proved impossible to delineate the field of the two banks and 
the duplication of effort and competition for business has 
seemed particularly stupid in the United States, the credit 
of whose Treasury is after all the source of all activity, what- 


6 There were other hopes, too, such as that the Bank might be a 
vehicle for keeping local capital within the Latin American countries 
instead of its traditional tendency to go abroad for safekeeping or active 
investment, but the Treasury’s expectations on this score were never 
very high. 
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ever label the banks carry and however extensive may be 
further multiplication of banks. 

The basic situation is a simple one to define. There is a 
vast investment in social-rate projects which must be made 
in the under-developed countries of Latin America. The re- 
quirements of these transportation and power projects may 
ultimately run in the billions of dollars. The local-currency 
requirements of the situation demand a radical revision in 
the local fiscal structure and a drastic alteration in the busi- 
ness philosophy of the area. The foreign-currency require- 
ments of the situation demand an accelerated encouragement 
of private foreign investment in exchange-producing produc- 
tion such as petroleum, minerals, etc. Now, whether you have 
one great developmental financing vehicle functioning at the 
door of the U. S. Treasury or five such vehicles, the essential 
situation remains unchanged. Failing adoption of measures 
that meet the local-currency and foreign-currency require- 
nents listed previously, development is likely to be a limping 
affair, with a pace unsatisfactory to the do-gooders in this 
country, and with a result that falls far short of the objec- 
tives outlined in any legislative justification for U. S. aid to 
the under-developed areas. What the Rockefeller recommen- 
dations involve is a search for some way by which these basic 
requirements can be ignored and substituted by simply a blank 
check upon the U. 8S. Treasury to be filled in to the utter 
defeat of our purposes and of fruitful development for the 
needy in Latin America. 

Indeed, the report of the International Development Ad- 
visory Board implies that this stage has already been reached, 
in the section which proposes grants instead of loans. Here, 
then, is the end product of the whole proliferation of structure. 
Naturally the proposal is not stated in frank or honest fashion.? 
The Report suggests, for instance, that the United States 
should not be the only one making the grants, the assumption 
being that we would make grants to other advanced countries 
out of which they in turn would make grants to the under- 
developed areas through the special Authority created. This 
in an effort to deceive the American taxpayer. And the Report 
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suggests that the same parent agency can administer grants 
and loans side by side, presumably increasing grants from 
time to time so that the loans may be serviced out of them. 
This is chaos. It can only have the result of retarding the 
acceptance of the only measures which can bring serious im- 
provement in the standard of living—vigorous exploitation of 
natural resources under the most advanced foreign techniques 
in order to create financial resources for the accelerated in- 
vestment in social-rate projects like transportation and power, 
fundamental alterations in the fiscal structure looking to a 
more satisfactory distribution of national income, improve- 
ment in the political machinery and administrative apparatus 
of government, and a change in business philosophy geared 
to mass consumption, to high volume and low-unit profit. 

Technical Assistance. No American knows as much about 
the experience with furnishing technical assistance overseas 
as Nelson Rockefeller. He supplied the vitality and leader- 
ship of the pioneering of the Coordinator’s Office during the 
war. And during the post-war period he pioneered the Basic 
Economy Corporation and American International Associa- 
tion, working principally in Venezuela and Brazil. No one 
would seem to have a greater responsibility for using this 
experience fruitfully in the development of Washington’s 
program. No one could have made less use of the lessons of 
these ventures. 

“It seems to me,” said Rockefeller in June 1947,” that the 
dynamic force of private enterprise has the necessary crea- 
tive energy to stimulate the production of the prime necessities 


7 Deception is a key element in most of the presentations on develop- 
ment aid programs. For instance, the Colombo Plan has been plugged 
as one where great financial aid would be forthcoming from Britain 
as well as from the United States. Closer examination revealed that 
the non-American assistance was to come largely in the form of 
allowing the under-developed countries to use their own money. Again, 
in the UN proposals for a $14 billion proposal great emphasis was 
laid on the “fact” that western Europe, Australia and Canada would 
help finance the program—this at a time when western Europe was 
on the dole, Australia had immense outlets for all the developmental 
capital it could find, and Canada was similarly occupied with its tre- 
mendous developmental potential. 
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required by the Venezuelan economy.” Reaching out to the 
petroleum companies for very heavy financing, he set up a so- 
called profit-making enterprise, the Basic Economy Corpora- 
tion, and a non-profit venture, the American International 
Association. But by 1951 Creole Petroleum, the heaviest 
single investor, was writing off 40% of its investment in the 
profit-making venture. And yet the failures of a $15 million 
venture were now to be used as proof that several hundred 
million should be provided by the U. S. Government for more 
of the same! More of the same! 


The classic story about the Basic Economy Corporation 
involves its work in soil erosion. At one time the organiza- 
tion had a group of serious-minded technicians trying to teach 
Venezuelans how to prevent soil erosion, while at the other 
end of a model property the organization was found to be 
accelerating the rate of erosion by the methods it itself 
employed! U.S. Department of Agriculture technicians have 
laughed at the fact that it took the venture three years to 
learn the obvious fact that instead of trying to operate in the 
tropics under North American techniques you have to learn 
how to farm the tropics and how to apply the advances in 
agricultural chemistry and machinery. After three unsuccess- 
ful seasons the largest property of the Corporation was put 
up for sale, and instead of continuing to operate at large 
losses a few farms in the mistaken idea of increasing food 
supply, the procedure was finally adopted of trying to learn 
how to farm the tropics and to make farmers aware of the 
results of research and to convince them of the applicability. 
The organization bustled into the fishing industry, made exten- 
sion plans for fishing ventures without ascertaining whether 
the site was one where there were fish, provided “improved” 
equipment for the fishermen only to find that it was resulting 
in a smaller catch, brought in refrigerating machinery and 
other equipment only to find that it was not suited to the 
particular situation, undertook extensive alterations in the 
distribution system that ignored peculiarities of the local 
dietary and the basic marketing principles involving the rela- 
tionship of demand and supply. Surveys are a key Washing- 
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ton industry and one which is expected to expand like a war 
industry when Point IV gets the money that Rockefeller would 
like to have; but the private venture in Venezuela produced 
surveys by the bale, with the characteristic mark of purpose- 
less activity. Public-relations constitute a basic justification 
for the Venezuelan venture, and one considered of high im- 
portance by those who now sponsor technical assistance from 
Washington in epic proportions. But in Venezuela the circus- 
like atmosphere so reminiscent of the Coordinator’s Office, the 
barrage of publicity creating an atmosphere and expectancy 
of over-night miracles, the puffing up of foreign technicians 
to the detriment of local talent as architects of an early 
millennium, all created difficulties rather than good will. 
What is important is that Rockefeller himself has thus put 
on a trial run of a technical-assistance project on a major 
scale—considering the amount of money put up relative to 
the population of the area. The project was not hampered 
by salary limitations which are often cited as obstacles to 
hiring of better men by the government, it had a flexibility 
that government operations cannot very well have, and it 
had leadership in the form of the restless energies of Rocke- 
feller himself, which is not likely to be duplicated unless 
Rockefeller himself assumes command of the venture in 
Washington. Yet, the distinctive note of the Venezuelan and 
Brazilian activity is failure. How do we find out the lessons 
and dare we profit from them? Rockefeller apparently says 
no because that knowledge would cause a loss of confidence 
in the ability to telescope this whole operation in time and 
would force a slower rate of expenditure. Take an example: 


In Washington today there are large numbers of people 
trying to find out how Point IV can be extended to the indus- 
trial sphere, how the government can cut in on industrial 
activity in order to expand the amount of money it can ask 
from the Congress. Is the answer, the government people 
ask, the donation of the services of industrial engineers by 
the U. S. government to individual local backward industrial 
plants which are currently making 75 to 125% on their 
investment and which consequently can afford any number of 
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engineers out of their own pocket? Is the activity merely 
the adoption of expository or convention-type procedures to 
sell the Latins on the importance of efficiency experts, of 
modern plant management? This is a shattering thought, for 
it means that no great amount of money would be expended, 
no great bureaucratic buildup would be possible in the indus- 
trial field. Obviously, industrial management services com- 
prise a commercial product offered by countless management 
engineering firms in this country. The whole flow of modern 
equipment carries with it a growing comprehension of effi- 
ciency in operation of industrial plants. Surely, says the U.S. 
bureaucrat and his even more pitiful counterpart in the United 
Nations organizations, there must be some function we can 
find that would be on a “suitable” scale. So the quest goes 
on. On such a subject, there is an immense contribution that 
Rockefeller could make, for he knows from experience what 
the job is and what it is not. That contribution has not been 
forthcoming. The Venezuelan witticism that the institution 
that needs Point IV assistance most is the Rockefeller venture 
itself implies that there is tremendous benefit to be derived 
from unbiased study of its experience. 


The National Interest. A definition of the national interest 
at all times involves a decision on priorities. Point IV today 
is considered by experienced Washington observers the “big- 
gest thing” in town. It means that experienced operators who 
have been here since Henry Wallace first came in with the 
New Deal are gravitating to the expansion-loaded possibilities 
of this permanent new line of activity. They have a vested 
interest in that expansion. The role of a nationally known 
leader like Rockefeller is not to front blindly for these inter- 
ests but to wrestle with the complicated problem of priorities 
in the national interest. This government can afford, for 
instance, only 188 narcotics agents to cope with the dope 
traffic—‘‘a piece of blotting paper to blot up the ocean.” How 
many officials—at higher average salaries than the narcotics 
agents—can we afford to furnish with desks at which they 
will try to think up some way of spending more money on 
technical assistance in fields obviously unsuited to government- 
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to-government assistance? This government cannot afford a 
$75 or a $175 million grant for work on cancer and it is 
reasoned that the principle of entering upon such grants is 
unwise, and so the public is continually exhorted to chip in 
with small donations and a really heroic job by Walter Win- 
chell resulting in $5 or $6 million of donations assumes monu- 
mental proportions. Make it yaws, however, or something 
else that we can locate in an under-developed country and 
there is a changed situation. Not far from the capitol a 
teen-age traffic in narcotics whose correction is balked by 
inadequate public funds shocks a horrified population which 
has just voted funds to see whether something cannot be done 
about the use of coca in Bolivia where productivity must be 
lowered by such unsatisfactory practices. Restrict the financ- 
ing available to small business and accelerate its doom by 
playing up scandal in the RFC, but thank God that the inter- 
national character of the World Bank causes the Securities and 
Exchange Commission to assert that the World Bank operates 
from a privileged sanctuary as far as this government is con- 
cerned which allows it to trade on the credit of the U. S. 
Treasury even though it may conduct itself so that the 
“ancient frauds” (as FDR called the bond boys’ activities of 
the 1920’s) seem like child’s play. Resist the use of govern- 
ment money to build capacity in essential industries where 
adequate private activity has not been forthcoming, but if 
some Latin country wants a steel plant or other heavy indus- 
try three times its requirements finance it out of the U. S. 
Treasury at a lower rate than an American businessman can 
get money for in this country. Sell a heavy foreign donation 
program in the billions to the people by pointing to our serious 
deficiencies in strategic commodities, but blind yourself to 
the national interest which may demand expenditures in the 
millions or hundreds of millions for research and development 
of facilities for substitute or synthetic commodities to lessen 
the danger of dependence on overseas sources. 


It is little more than fifteen years since State, Agriculture 
and Treasury pleasured in the fact that the Congress had 
consented to a diminutive proposal to allow them to lend 
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government-technicians on leave to the other American re- 
publics. Today the magnitude of the foreign-development 
proposals, the permanence of this expenditure in the Ameri- 
can budget, the scope of the governmental apparatus that is 
being built up as a pressure group and its accompanying pub- 
licity machine, the extent of the foreign pressure element 
constituting as it does most of the world, the steady expansion 
in the number and resources of international institutions living 
largely on the credit of the United States and exerting heavy 
pressure for policy lines more acceptable to other govern- 
ments than to the lone important creditor—these all seem to 
demand a consciousness of the importance of national interest 
by American leaders, a weighing of priorities in terms of our 
national interest. There is no shame in being constantly 
aware of our national interest. Perhaps Nelson Rockefeller 
surveying three generations of a family being universally 
sponged upon can still disagree with Mark Twain’s observa- 
tion that “if you pick up a starving dog and make him 
prosperous, he will not bite you. This is the principal differ- 
ence between a dog and a man.” Perhaps this accounts for 
his views on the inter-governmental aspect of the same acti- 
vity, although there appears to be in world relationships a 
larger basis for support of Mark Twain than of Rockefeller. 
In any case, the Mark Twain finding would not lend itself to 
checking if the aid-recipient resists being made prosperous 
or if in carrying it out, the interest of the feeder were so 
poorly handled that dog and man alike ended in poorer condi- 
tion. 








The Latin American 


Municipality Deteriorates 


BY JOHN J. JOHNSON* 


I 


The demise of La Prensa of Buenos Aires—the greatest 
bulwark of free speech and press in Latin America—is the 
most recent catastrophe in the battle against authoritarianism 
in this hemisphere. The struggle between La Prensa and 
Per6én is bigger than either of them. Both La Prensa and 
Per6én are expendable. There are La Prensas in miniature and 
would-be Peréns to throttle them in most of the republics 
to the South. The situation is tense and the immediate future 
bodes little good for the forces of democracy. 

Out of the depression and World War II there emerged in 
Latin America a “‘new state of mind.” An exaggerated belief 
in individualism gave way to the idea that the republics could 
attain material progress and promote human welfare only 
under the aegis of strong central government. The convic- 
tion that the central government must take the lead in solving 
the basic problems of society threatens to result in banking, 
industry, commerce, labor, and education being caught in the 
engulfing arms of statism. A situation has been created which 
affords the dictator, unfettered by either a strong legislature 
or judiciary, an unusual opportunity to add control over the 
social and economic life of the nation to his traditional domina- 
tion of political life on every governmental level down to and 
including the municipal. 

No one will approach a complete accounting of La Prensa’s 
defeat until he appreciates the workings, or lack thereof, of the 





* Dr. Johnson is Associate Professor of History at Stanford Univer- 
sity. 
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Latin American municipality. If it is true, as has been vehe- 
mently maintained, that the final step in Perén’s domination 
of Argentina was the seizure of La Prensa, it is no less true 
that the Argentine citizen who made Perén possible, if not 
inevitable, was the product of an enfeebled municipal political 
life. 

II 

The land mass of ten out of the twenty Latin American 
nations is less than that of the state of Nebraska, and only 
four, Argentina, Brazil, Colombia, and Mexico have a popula- 
tion greater than that of the state of California. The smaller 
nations particularly have created centralized governments, 
and the state as it is known in the federal system of the 
United States is among them non-existent. This forces the 
municipal government into direct relations with, and depend- 
ence upon, the national government, and at the same time 
eliminates an important political entity—the state govern- 
ment—as a possible champion of decentralization. A strong 
municipality would then be the logical buffer against encroach- 
ment of the central government on the individual. 

Vigorous municipal government, however, has not been the 
order in the past, and with the recent upsurge of ‘“‘national 
planning” it has actually weakened. In several of the coun- 
tries a requisition for a dozen pencils for a fifth-grade class- 
room must be approved by the office of the National Minister 
of Education. In San José, Costa Rica, the garbage is col- 
lected by the national government. Little wonder then, that 
a highly scientific but as yet unpublished study of Cuba will 
strongly recommend that the Cuban government do everything 
possible to encourage “real” municipal autonomy. 

This development is doubly alarming because there is tak- 
ing place all over Latin America a general and rapid urbaniza- 
tion movement which logically might be expected to give the 
municipalities a greater voice in national affairs. The urban 
population (persons in places of more than 2,500) is on the 
average growing about twice as fast as the rural population. 
The larger the class of the city the faster is the growth. The 
rate of growth of the great metropolises of Latin America 
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is phenomenal. In the six years between 1940 and 1946 the 
population of Mexico City increased from 1,750,000 to 
2,500,000. 

The sources of the new inhabitants of the cities could 
hardly be worse so far as experience in civic responsibility 
and representative government are concerned. Only a small 
part of the pdépulation growth of the urban centers results 
from increase of births over deaths. The great increment 
comes from rural areas and immigration. The old city dwell- 
er in Latin America has not necessarily been trained in the 
exercise of his civic responsibilities. But his country cousin 
who moves into the city is far less equipped to become a re- 
sponsible citizen. Largely uneducated, lacking in skills, and 
his political training very likely received at the hands of 
his patron, he is, as a voter, either a nonentity or a tool for 
some political boss. 

The immigrants have shown a decided preference for the 
city. The percentage of foreign born in the city of Buenos 
Aires was 36.1 in 1936 as opposed to an estimated 20 per 
cent for Argentina as a whole. The present-day immigrant 
to Latin America may be better educated than the average 
Latin American laborer but he is also a displaced person or 
from Southern Europe. This means that he was either born 
or lived a large part of his life under a system which has 
given but little civic training or active participation in govern- 
ment. In this respect the immigrant is not notably different 
from the citizen of the average Latin American municipality. 

III 

Today as in the past the Latin American municipality is 
not free to determine its own course of action. So long as 
Spain held sway in the Americas she emphasized control by 
the crown. Municipal autonomy and democracy, which in 
the thirteenth and fourteenth centuries had reached an extra- 
ordinary development in Spain under the fueros, the Magna 
Cartas of the Iberian towns, had largely atrophied by the 
time of the discovery of America. Appointees of the central 
government sat in judgment over the town councils at the 
time that Iberian institutions were transferred to America. 
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The long arm of Spanish centralization reached to America 
where the rank of each settlement was determined by royal 
legislation. An original intention to permit the municipalities 
to choose their own officials was soon foresworn in the interest 
of greater domination from above. Before 1520 the Spanish 
court began to name members to town councils in America, 
and the practice spread rapidly. Philip II (1556-1598) in his 
search for revenues sold municipal offices with a lavish dis- 
regard for representative government. A number of far- 
sighted and financially able communities bought the right to 
name one or more of the members of their councils. These 
offices then were elective. Within fifty years of the Spanish 
invasion of the American mainland the right of the munici- 
pality to handle its own affairs had to all intents and purposes 
disappeared. 

The Spanish crown was not content to usurp political con- 
trol of the municipalities. It also issued minute instructions 
as to where and how towns should be founded. It is not sur- 
prising that the Spanish American town failed to become a 
beacon light of individuality. At first glance it would appear 
difficult to discern any reason for municipal pride. But the 
truth is that the inhabitants, especially of the larger towns, 
were intensely proud. Throughout the colonial period there 
was spirited bidding among the Spanish-born in America for 
seats on the town councils. To be one of the municipal hier- 
archy represented the acme of success in the administrative 
field to most American-born subjects of Spain, so that they 
were given to exploiting their positions for social and economic 
more than political ends. 

The year 1810 was the most illustrious in the history of the 
Latin American municipality. With Spain under the heel of 
Napoleon, and King Ferdinand a prisoner, the municipalities 
in America took matters into their own hands. Unknown to 
one another, from Mexico to Argentina, city officials turned 
back the pages of history to the glorious days of the Spanish 
medieval municipality and revived the “open meeting” of the 
city council. It was in the “open meeting,” the last remnant 
of representative government remaining to the Spanish world, 
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that the decision was made to resist the tyranny of Napoleon 
and later to strike for independence against a Mother Country 
unable to defend herself and far less her colonies. 

Caracas, not Venezuela; Bogota and Cartagena, not Colom- 
bia; Quito, not Ecuador; Santiago, not Chile; and Buenos 
Aires, not Argentina, initiated plans, raised money, and made 
sacrifices which by 1825 freed over half of two continents 
from European political domination. The Wars of Independ- 
ence in Latin America were begun and largely concluded as 
“municipal affairs.” The municipalities in the hectic days 
of 1810 restored themselves temporarily to positions of respon- 
sibility and prominence. 

Healthy municipalities, however, meant disunity, and while 
separation of powers was something to be desired by the 
idealists it was considered unattainable, hence anarchical, by 
political realists such as Sim6én Bolivar and José San Martin. 
It was quite natural that two such extreme views should spring 
from the thinking of a society grappling with the paradox 
of an entirely authoritarian political experience but under 
the ideological influence of the recently-come French human- 
ists of the Revolution. A compromise was struck. Federalistic 
and idealistic constitutions stressing the preeminence of the 
provinces and municipalities were written, but the countries 
were surrendered to “strong men” who quickly centralized 
the powers of government in their own hands! 

The right to name their own representatives was given to 
the people when independence was won. It was a great vic- 
tory for the municipalities. But it was short lived. The 
Spanish crown’s pernicious policy of interfering in every 
level of government was, after the winning of freedom, 
adopted by the political groups which soon emerged. The 
municipalities have not been permitted to direct their atten- 
tion to their own problems. National parties have consistently 
determined the outcome of purely municipal issues. National 
machines sponsor candidates for local offices and in turn have 
first call upon their loyalties. 

National constitutions, even those that presume to copy the 
constitution of the United States, delegate powers to the lower 
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political entities. All powers not specifically granted to the 
provinces and municipalities remain with the central govern- 
nent, while in the United States residual powers are vested 
in the states or in the people. The future of the Latin Amer- 
ican municipality has been constantly dependent upon the 
whims of the chief executives and rubber stamp congresses. 
Municipalities are charged with education, education is taken 
from them; they are given the right to tax, the right is re- 
moved; they may or may not elect their own officials, but 
always the chief executive of the nation exercises the right 
to intervene. 

Living such an insecure existence the Latin American 
municipalities have not enacted the role played so well by 
local governments in the United States. They have not been 
the most significant section in the country’s political organi- 
zation. They have not been the training ground for future 
leaders. Their subservient position has not required, nor does 
it require, active participation in community life. Their 
schools have not had the strength nor have they commanded 
the respect needed to indoctrinate citizens with pride and 
faith in self-government and democracy. 

The woes of the municipalities have been soothed by 
“favors” from the politicos. The farm vote in Latin America 
is relatively unimportant—despite the fact that the republics 
without exception live off the land. The success of political 
parties has been determined almost entirely by how effec- 
tively they control the municipal vote. Because the support 
of the municipalities has been so vital to continuity in office 
their favor has been bought at the expense of the rural areas. 
Funds for distribution might be small, but those available have 
gone to urban centers. This accepted practice, as old as is 
Latin America, is gaining a frightening momentum. 

Today more than ever the officials of the municipalities are 
succumbing to the blandishments of the state planners. The 
city fathers are finding themselves unable to resist the 
“cratuities” of the central governments. In both the remote 
and recent past communities have “existed” on a minimum of 
revenues because officials have studiedly refused to exploit 
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the possibilities of taxes on real property. Consequently na- 
tional funds, however insignificant, for new or expanded 
street construction, city lighting, sewer systems, water works, 
health and sanitation programs, school buildings and free 
textbooks have a strong, if insidious, appeal. 


Hundreds of communities in Latin America are financially 
destitute and in need of the helping hand of a higher authority. 
Such centers are usually the last to be helped. Assuming that 
they were to be helped it would not be unduly cynical to sug- 
gest that they must ordinarily expect to pay a price. The 
vast majority of Latin American officials have never been 
particularly noted for generosity or social consciousness. The 
“benefactors” of the communities in Argentina, Mexico, or 
Guatemala are today demanding that appreciation be expressed 
at the polls. Voting is a democratic process which has been 
suffered by all but the most callous of demagogues. Elections 
may be postponed, but they are held as a final act of absolu- 
tion. 

Those other thousands of towns and cities which are, willy 
nilly, accepting the “free money” of the national governments 
are in too many cases putting a peso and centavo price tag 
on their political freedom. They are following the line of 
least resistance. They seem blind to the threat to the bit of 
autonomy which the municipalities still retain. 


IV 


In 1940 the federal government of Brazil received 57 per 
cent and the municipalities 9.1 per cent of the total tax 
revenues collected. By 1946 the percentage going to the 
federal government had risen to 61.2 per cent while the share 
of the municipalities had dropped to 4.8 per cent! The 
plight of the Brazilian municipality is even worse than over- 
all figures indicate. The data for 1946 show that of the total 
tax revenues collected by the municipalities 44 per cent went 
to the twenty state capitals, leaving 1,646 communities to 
share the remainder. It is not surprising to learn that since 
World War II there have been municipalities in Brazil which 
have received about ten cents per capita annually with which 
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to pay the costs of education, sanitation, transport and other 
local services! 

In Colombia the central government’s share of total revenues 
increased from less than 50 per cent to about 60 per cent 
between 1940 and 1948. In this case, however, the cornering 
of revenues by the national government was at the expense of 
the departmental rather than the municipal governments. 
Statistically the municipalities seem to have maintained their 
financial position relative to that of the central government. 
On a percentage basis between 1940 and 1948 the total revenue 
of the municipalities increased at about the same rate as did 
that of the national government. But municipal governments 
tax only with the consent of and under the supervision of 
the national authorities. In the case of the property tax the 
national government fixes the rate. In 1946, 22 per cent of 
all municipal revenues came from “grants or shared taxes” 
controlled by higher levels of government. As might be ex- 
pected some localities were far more dependent upon various 
forms of subvention than were others. The authors of a 
report on Colombia, published in 1950 by the International 
Bank for Reconstruction and Development, in regard to the 
precarious dependence of the municipalities upon depart- 
mental governments which are in turn dependent upon the 
entral government observed that: 


The allocation of these shares is the responsibility of each 
separate department and in some cases it appears to be quite 
arbitrary or subject to ad hoc negotiation between the de- 
partmental and municipal governments. Thus the source 
of revenue, so important to the poorer municipalities, is 
usually uncertain and ill-adjusted to their needs. 


Since special grants are frequently extended by the National 
Congress to particular municipalities, it boils down to the 
simple fact that municipalities are so dependent upon higher 
levels of government that the pressure to “go along” is con- 
stantly being applied. 

The apparent ability of the municipalities to keep pace 
with the central government in Colombia is an illusion. Only 
the larger municipalities have maintained their positions. In 
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1946 nine municipalities with 13.3 per cent of the total popula- 
tion received 58.5 per cent of the total revenues accruing to 
the municipalities. The average per capita revenue of these 
centers was 37 pesos, 20 centavos ($21.56 U. S.). At the 
other end of the ladder 450 municipalities with 32.5 per cent 
of the population received 5.8 per cent of the total revenues. 
The per capita revenue of the 450 population centers averaged 
1 peso, 50 centavos (86 cents U. S.). This situation was 
accentuated by 1948 when twelve cities with 18 per cent of the 
population garnered 70 per cent of all funds going to the 
municipalities. The fact that in 1946 the regular contribu- 
tion from the National Treasury to the 450 poorer munici- 
palities was less than 5 centavos per capita, while that to the 
localities with larger revenues was from 20 centavos to more 
than one peso per capita, suggests where the votes lie. 

In Argentina the executive branch of the government— 
and this means Per6n—was in 1946 empowered to issue public 
debt bonds to the extent deemed necessary and to use “other 
means judged adequate” to the greatest success of the Five- 
Year Plan, reporting annually to the National Congress. Prior 
to the launching of the Plan extra-budgetary expenditures by 
the executive branch of the Argentine government had reached 
dangerous proportions, and they are known to have sky- 
rocketed since. Although statistical data for Argentina since 
World War II are notoriously unreliable it would be possible 
theoretically to determine the fiscal position of the Argentine 
municipalities relative to the central government. To do so 
would be purely academic. Peron has a finger on the Argen- 
tine pulse. He can, by picking up the telephone, pump life 
into or snuff out the life of any part of the nation’s sprawling 
body. He chose to snuff out that of La Prensa. He could 
almost as easily and with less affront snuff out what life 
remains to the municipalities. 

Revenues of the municipalities of Peru amounted to less 
than 5 per cent of the central government accounts in 1946. 
Approximately 10 per cent of the revenues accruing to the 
municipalities was in the form of subsidies from the national 
government, whose revenues for 1946 were 55 per cent greater 
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than for 1944. Between 1944 and 1946 municipal revenues 
jumped 30 per cent or only slightly more than half as rapidly 
as did national revenues. 

Haiti moved rapidly toward centralization during the 
forties. The municipalities are autonomous in principle under 
the national constitution but in practice decidedly under the 
control of the central government. In 1941 the national 
revenue service was given authority to collect the revenues 
of the municipalities while the National Bank of Haiti and 
the Department of the Interior were commissioned to check 
the expenditures of the municipalities as a prerequisite to 
the disposition of their incomes. The central government 
increased its control over the municipalities in 1944 when it 
created a special account known as “Reserve for Communal 
Public Works.” Funds for the account were to be supplied 
from surpluses found in municipal treasuries at the end of 
each fiscal year! However, the Congress in 1948, voted to 
give the municipalities the power to spend their surpluses at 
will subject to prior approval by the Ministers of Interior and 
Finance. 

Though municipal revenues in Haiti have tended to increase 
slowly since 1941 their growth has lagged considerably be- 
hind the simultaneous rises in prices and have nowhere near 
kept pace with national revenues. Municipal revenues rose 
29 per cent from 1941-42 to 1947-48, while national govern- 
ment receipts climbed 193 per cent. In the latter fiscal year 
municipal income was but 4.4 per cent of that of the national 
government. Haiti has in truth put her faith in the central 
authorities. 

No reliable data are available on Cuban municipal finances, 
but they are known to be “modest.” The main tax is the urban 
real estate tax which in rural communities is almost the sole 
source of municipal income. It is estimated that the total 
municipal income for 1949-50 was between twelve and eighteen 
million pesos as compared to national revenues of approxi- 
mately three hundred millions. Cuban municipal govern- 
ments lack sufficient independent sources of income to carry 
on their delegated responsibilities. Except in a few isolated 
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cases where determined individuals and communities are 
making every effort to “hold off” the central government the 
municipalities may be considered prostrate. They exist at 
the will of Havana, a capital filled to overflowing with burea- 
crats more notable for their corruptibility than for adminis- 
trative acumen. 

In Mexico and Uruguay the municipalities suffered their 
setbacks in the 1920’s and 1930’s. By 1940 the municipalities 
in each of the countries, as a result of economic and social 
policies, and in Mexico a one party system, lived at the will 
of the central governments. 

V 

There is not a single country in Latin America that can be 
excepted when the predicament of the municipality is con- 
sidered. The picture is dismal everywhere. There are those 
who have refused to surrender. Brazilian, Mexican, and 
Chilean publicists are acutely aware of and profoundly dis- 
turbed by the turn of events. They have produced a con- 
siderable bulk of books, pamphlets and articles to warn their 
fellow citizens of the political paralysis creeping over them. 
The most effective forces are the several national municipal 
congresses and the Inter-American Congress of Municipalities, 
which publishes the Municipal Digest of the Americas and 
holds periodic meetings. The “Final Act” of the third meet- 
ing, which was held in New Orleans May 1-5, 1950 contains 
a remarkable statement of the problem under consideration. 
It reads in part: 


WHEREAS, From the beginning of recorded history muni- 
cipalities have borne the principal burden in the invention 
and improvement of social governmental institutions: 

Nations have grown great on the foundations of a strong 
and independent local self-government, but have faltered, 
weakened and even disappeared when local government was 
devitalized and destroyed: 

The lesson of history is amply clear that national security 
and well-being can be achieved only by a citizenry skilled 
in the arts of civil government and confident in their prac- 
tice: 

The local governments are the schools where men and 
women become adept in the civic arts. . 
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The Third Inter-American Congress of Municipalities 
resolves: to reiterate with all the conviction at its command 
the immutable belief that self-governing municipalities en- 
dowed with broad powers of political, administrative and 
fiscal self-determination, constitute the most reliable single 
bulwark of constitutional democracy and freedom under 
WIM. 06s 

To solemnly avow ... hostility ... to all forms of totali- 
tarianism what ever its guise. 

The struggle for free and antonomous municipalities has 
not ended in Latin America. On the other hand if the munici- 
palities are to continue and are to train men and women 
“adept in the civic arts,” they must soon find increasing num- 
bers of men of indomitable will to champion them. Citizens 
and their elected representatives must show the same strength 
and determination to defend democracy in the 1950’s that 
their forefathers exhibited in 1810 when they resurrected the 
city councils and through them steered two-thirds of the 
Western Hemisphere into the path to independence. 

The peoples of Latin America are confronted with a most 
serious dilemma. The longer they wait before resolving it 
the fewer La Prensas there will be to carry the case to the 


public. 








United States Gulf Commerce 
With Mexico 1822-1848 


By NORMAN A. GRAEBNER* 


On August 28, 1822, a United States corvette, the John 
Adams, weighed anchor and glided out of Charleston harbor, 
sailing southward. After a brief stop at Puerto Rico, it 
moved speedily past Santo Domingo and Haiti and shortly 
after mid-October lay at anchor in the port of Vera Cruz. 

Mexico’s primary harbor presented an interesting spectacle 
that late autumn. For the first time in Mexico’s history its 
ports were open to foreign ships. Although Spanish rule 
had ended, Spanish troops still held the Castle of San Juan 
de Ulloa in the port of Vera Cruz. Fort and city were in 
constant communication during the day, but at night watched 
each other like hawks. Not even the guns of the fortress, 
however, prevented the unloading of foreign cargoes, provided 
an import duty of eight per cent was paid to the occupants 
of the bastion. As the American corvette hove to, a pas- 
senger quickly alighted, the noted Joel Poinsett. He made 
his way to Mexico City to look into the matter of United 
States commerce with the new republic. Mexico, he re- 
gretted, was securing a loan from the British. After an 
interview with President Augustin Iturbide, he was able to 
inform the American people: “We shall glean something of 
the commerce of these countries, but the harvest will be for 
the British.” ! 

As Spanish sovereignty flickered out in Latin America 
during the early 1820’s, commercial opportunities for for- 





*Dr. Graebner is Associate Professor of History at Iowa State 
College, Ames, Iowa. 

1 Joel Poinsett, Notes on Mexico Made in the Autumn of 1822 (Phila- 
delphia: H. C. Carey and I. Lea, 1824), p. 69. 
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eigners in Mexico seemed as boundless as the ocean. During 
the twilight of the Spanish Empire, Mexico had risen as a 
bright evening star, with the exports of her great port, 
Vera Cruz, exceeding fifty-eight million dollars in 1802, and 
twenty million in 1803. The exports of Acapulco, her Pacific 
port, were consistently over one million.2 American mer- 
to world commerce. Thus the expanding American com- 
merce during the three decades following the War of 1812, 
which encompassed distant Mediterranean, Baltic, Chinese, 
and East Indian emporia, included also after 1822 the harbors 
and inlets of Mexico. At hand was Leverett Treadwell of 
New York, formerly a partner in the American firm of 
William Jarvis and Company operating in Lisbon, who laid 
claim to disposing of the first American cargo in Mexico.’ 

United States ocean commerce with Mexico kept pace with 
her world commerce, and until the mid-thirties dominated 
that of Latin America. Ship captains and commercial estab- 
lishments from Maine to New Orleans availed themselves of 
the opportunities offered, and established a maritime traffic 
with Mexico’s Gulf ports which was not surpassed by the 
heavy shipments of Cuban sugar and Brazilian coffee until 
the Texas issue aggravated the already unhappy relations 
between the two nations. All the leading ports in the United 
States sent their vessels into the stream of Gulf trade and 
were joined there by another flow of goods and ships from 
the Ohio Valley. Yet New York and New Orleans dominated 
the traffic. Routes followed by merchant ships did not con- 
form to any well-defined pattern. Usually ships leaving the 
Atlantic ports sailed directly for a Mexican port. Havana 
was the usual way-station on these runs. Ships from New 
Orleans moved southward across the Gulf. Although most 
ships probably followed these simple routes, there was some 
evidence of Yankee peddling along the Gulf and Caribbean 
coasts. 





2 Ibid., pp. 95-99. 
chants responded eagerly to the opening of Mexican wharves 
3 Leverett Treadwell to James K. Polk, Sept. 2, 1846, Polk Papers 
MSS, Division of Manuscripts, Library of Congress. 
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Naval architecture was put to no test by the short distances 
involved in this trade. Merchantmen used in the Gulf tended 
to be small brigs and schooners. The Amazon of New Orleans 
displaced ninety tons, while the schooner Northampton of 
New York, only sixty-eight. The average tonnage of United 
States merchant vessels entering Tampico in the early forties 
was about ome hundred tons. A British traveler noted an 
advantage in the light draft, for United States ships could 
move over the bars in Mexican ports whereas the more 
weighty British vessels had difficulty.* 

Mexico presented an early market for all types of American 
and Oriental goods, but to serve as a guide for prospective 
merchants in this trade, Poinsett included in his Notes on 
Mexico, published in 1824, a list of goods that would meet the 
Mexican taste. One Spanish merchant of Mexico City sug- 
gested quicksilver, cocoa, cotton goods with “narrow stripes 
and exquisite and lively colors,” jeans, stamped and plain, 
handkerchiefs of “red and lively” colors, shawls, umbrellas, 
and cinnamon.®> An American merchant added “fine calicoes,” 
silk and cotton hose, white Russian sheetings, and French and 
Spanish cloths. Further suggestions included veils, lace, 
Madras handkerchiefs, linen, bear and otter skins, sabers, 
wines, brandy, paper, and feathers. That the merchants 
tended to follow the pattern suggested by Poinsett in assem- 
bling their cargoes is indicated by the occasional sampling 
that can be made of actual shipments entering Mexican ports. 
By far the most important shipments to Mexico in the early 
forties consisted of cotton cloth, manufactured goods, and 
provisions of corn and flour. Cargoes leaving Mexico con- 
sisted largely of bullion, hides, cochineal, and logwood.? 

Although there were almost a dozen Mexican ports of call 
for American ships in the Gulf traffic, Vera Cruz, Tampico, 





4G. F. Lyon, Journal of a Residence and Tour in the Republic of 
Mexico in the Year 1826 (London: John Murray, 1828), p. 115. 

5 Poinsett, op. cit., pp. 347-51. 

6 Hunt’s Merchants Magazine, XIII (1845), 376. 

7 Ibid.; New York Herald, Jan. 10, 11, Mar. 19, 1844. The hide trade 
with the Gulf ports became important during the early forties. 
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and Tabasco were by far the most important. With each the 
United States had a sizeable commerce, and yet each port had 
a quality of its own. At Tampico American merchants com- 
peted favorably with the British in a varied commerce. Ta- 
basco was Mexico’s greatest logwood port. It was located in 
a politically turbulent region, but profits enticed many Amer- 
icans to enter the port and move up the Tabasco River to 
purchase logwood deep in the steaming forests. By the early 
thirties American merchants had already attempted to operate 
steamboats on the Tabasco, and the port boasted the Ameri- 
can firms of Daniel N. Pope, P. N. Paillet, and Spofford, 
Tillotson, and Company.$ 

Vera Cruz was the oldest port in Mexico, the only recognized 
port of Mexico along the Gulf in colonial days, and the most 
important entrepot in America’s Gulf commerce. It merits 
special attention. Of special delight to sailors was the peak 
of Orizaba which loomed on the horizon beyond the city. Albert 
Gilliam wrote as his ship lay at Vera Cruz in 1843 that this 
peak “‘in the sublimity of aspect, can neither be imagined nor 
described, yet the impression it had upon my mind was that its 
lofty summit was the most beautiful scene of nature I had 
ever beheld.” ® By comparison Vera Cruz itself was disap- 
pointing. As a ship entered the port, it passed under the 
guns of San Juan de Ulloa, the island fortress located about 
a mile from the mole. This provided the only protection from 
the open sea. Because of the lack of shelter against the 
northers, the Mexican government attempted to expedite the 
discharging of cargoes by keeping war vessels outside the 
port. The mole, jutting into the ocean about fifty yards, was 
built of good masonry and equipped with stairs and cranes 
for landing goods. Yet the port, described aptly as “an open 
road,” suffered frequently from storms which drove the ves- 
sels on shore and lashed the breakers over the mole.’® 





8 House Ex. Doc. 3, 25 Cong., 2 Sess., I, 72-73. 

9 Albert M. Gilliam, Travels in Mexico, During the Year 1843 and 
1844 (Aberdeen: Geo. Clark and Son, 1847), pp. 18-19. 

10 For a description of waterfront of Vera Cruz see Brantz Mayer, 
Mexico As It Was and As It Is (New York: J. Winchester, New World 
Press, 1844), p. 4; Waddy Thompson, Recollections of Mexico (New 
York: Wiley and Putnam, 1846), p. 2. 
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In the early forties, an unfinished gate led from the mole 
to a square of customs houses beyond which was the plaza 
of the city. Waddy Thompson admitted that “Vera Cruz is 
rather a pretty town, with broad and reasonably clean 
streets.” 1! Charles Latrobe thought that it was “regularly 
and even beautifully built, with fine open streets, a noble 
spacious square and many churches.” !* But all travelers 
agreed that the city appeared deserted and forbidding, and 
all noted the thousands of vultures, protected by law, that 
perched on all the large buildings and kept the streets clean. 
William Bullock, a British traveler in Vera Cruz in 1820, 
declared that the vultures were as tame as domestic fowl and 
on good terms with the dogs with whom they shared the 
carion.'* To him Vera Cruz was the most disagreeable place 
on earth; “‘and its character of being the most unhealthy spot 
in the world, naturally makes the stranger shudder every 
hour he remains within its walls... .” 

Although Vera Cruz lacked all the qualities of a good port, 
it was by tradition Mexico’s most important center of mari- 
time commerce. The Spanish garrison held out in San Juan 
Castle until 1825, and with its withdrawal a heavy trade 
developed. During the early forties the trade of the United 
States here was second only to that of England. In 1841 
thirty-nine American ships entered the port as compared to 
forty-five British. The United States was well represented 
as early as 1828 by at least ten trading firms at the port.’ 

One unique feature of American commerce with Vera Cruz 
was the packet service from New York, a city noted for its 
packet lines. Recognizing the possibilities offered by Mexi- 
can commerce and diplomatic intercourse in the mid-twenties, 
I. G. Collins and Son announced that in October, 1827, they 


11 Thompson, op. cit., p. 4. 

12 Charles Joseph Latrobe, The Rambler in Mexico (London: R. B. 
Seeley and W. Burnside, 1836), p. 299. 

13 William Bullock, Six Months Residence and Travels in Mevxico 
(London: John Murray, 1824), pp. 23, 26. Mexican naval officers wore 
buttons bearing likenesses of these vultures. New York Herald, Aug. 
8, 1844. 

14 House Ex. Doc. 351, 25th Cong., 2d Sess., p. 219. 
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would initiate a monthly packet service between New York 
and Vera Cruz.'° This line began with two ships formerly 
used on the New Orleans run and one from the Savannah line. 
Later, two new ships were built for the service. One packet, 
the Anahuac, became noted for the diplomatic missions which 
it carried. Collins operated the line until the mid-thirties, 
while after that a packet service to Vera Cruz was maintained 
by a merchant, Andrew Hargous. By mid-century even that 
had disappeared. This packet service in its heyday was 
lauded by travelers, merchants, and officials alike. The corre- 
spondence of the United States diplomatic corps in Mexico 
embraces a constant reference to the New York line. Waddy 
Thompson in 1843 alluded to the safety of the service when 
he declared that insurance was unnecessary when shipping 
was handled by one of the packets—‘‘no accident having oc- 
curred to one of them.” ?® In addition, the packets offered 
speed and comfort. Latrobe in 1834 returned to New York 
on one and described his trip: 

The Mexican, for so our packet was called, was a fine 
new vessel, clean and well-ordered, a fast sailer, and alto- 
gether the most comfortable ship I was ever in. We had 
our state-room on deck in a kind of open round-house. The 
voyage was, upon the whole, prosperous, and for many days 
it seemed as if it would have been made in an unusually 
brief space of time, such was the rapid advance made under 
the influence of a steady breeze, and the rapidity of the 
great gulf-stream, whose current was in our favor. In one 
forty eight hours, we logged an advance of full five hundred 
miles. However, three days storm in the latitude of Cape 
Hatteras, delayed us considerably; and it was on the 19th 
before we crossed the bar at Sandy Hook, and entered the 
port of New York. 

United States commerce with the province of Texas until 
the time of Texan independence in 1836 presented a peculiar 
problem to Mexico, for it became associated with the general 
Mexican fear of Anglo-American encroachment in the South- 


15 Robert G. Albion, Square Riggers on Schedule (Princeton: Prince- 
ton University Press, 1938), pp. 61-62. 

16 House Ex. Doc. 143, 28th Cong., 2d Sess., p. 10. 

17 Latrobe, op. cit., p. 304. 
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west. Yet such trade could not be prevented, for Texas lay 
in close proximity to the port of New Orleans, and the move- 
ment of American citizens into that province served as a 
special inducement for merchants to stop along that coast. 
An early Mexican law permitted the importation of foreign 
goods into Texas for local consumption duty free for a period 
of six years, and upon this authority Americans frequented 
the Texas coast, landing goods wherever they found a mar- 
ket.‘ Under such favorable conditions a sizeable trade de- 
veloped, especially with the port of New Orleans. When in 
1828 the Mexican government first began to look into the 
matter of Texas, the Mexican Secretary of State informed 
the United States minister, then Joel Poinsett, that too many 
American ships were peddling along the coast, especially in 
the vicinity of Matagorda Bay. Some weeks later Mr. Canedo 
warned Poinsett that “any vessel which shall attempt to un- 
lade in or approach the ports and roads not open by law to 
foreign commerce, shall be treated and punished as a con- 
trabandist.”1® Thereafter there could be no unloading of 
cargoes in every cove or haven. Poinsett immediately notified 
the chambers of commerce of New York and New Orleans 
of the new Mexican policy. 

Although the revocation of free trade in Texas increased 
the control of Mexico over its commerce, yet the close ties 
of the province to American ports led the Mexican Secretary 
to propose to the Mexican Congress in 1830 that the republic 
take over all Texan commerce. He visualized what influence 
commerce with the United States might have on Mexico’s 
position in Texas. Mexican duties increased the price of 
American products in Texas at the same time that the United 
States tariff placed Texas cotton cloth at a disadvantage in 
the American market. If Mexico did not develop a brisk 
coastwise trade with her province and furnish a market for 
her products, predicted the official, the Anglo-American 
colonists would “seek the means of freeing themselves from 





18 House Ex. Doc. 351, 25th Cong., 2d Sess., p. 201. 
19 Jbid., pp. 234-37. 
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a burden which will cease to exist as soon as they can attach 
themselves to their native country.” °° 

Unfortunately, several factors from the beginning of 
United States commerce with Mexico tended to impede the 
full development of the apparent opportunities offered. 
Storms, pirates, heavy duties and trade restrictions, poor 
internal communications, and political decadence in Mexico 
discouraged many American merchants from continuing in 
the trade after initial losses. Cargoes were beset by hazards 
from the moment they entered the Gulf until they were sold 
in central Mexico.*! Yet the continued efforts of some to 
overcome these impediments to Gulf trade spoke well for 
Yankee perseverance. One New Englander in Mexico in 1844 
observed that the “enterprising Yankee regards not space, 
clime, or tongue, so that he can indulge in his hope of making 
money, and I really was reminded of a St. Domingo politician’s 
declaration, that if a bag of coffee should be hung in hell, a 
Yankee would go after it.’ 2° 

Gulf storms were an unending source of discouragement 
to American merchants. In November, 1843, the schooner 
Amazon took freight at New Orleans bound for Vera Cruz. 
She was towed down the Mississippi by steamer and after 
entering open water sailed southward across the Gulf. Like 
many ships in the Mexican trade, however, she was struck 
by a “norther,” one of the destructive storms which swept the 
Gulf during October and November each year. As the Amazon 
neared its destination, it was becalmed and thereby expe- 
rienced the second prevalent difficulty presented by the winds 
of the Gulf.*? In the same autumn Madame Calderon de La 
Barca, who was ending a two-year visit in Mexico, shipped 
from Vera Cruz aboard a British packet for Havana. She 


20 Ibid., pp. 320-21. 

21 For a survey of the difficulties in the Mexican trade see “United 
States Commercial Relations with Mexico,” Hunt’s Merchants Magazine, 
XVI (1847), 455-58. 

22 Gilliam, op. cit., p. 141. 

23 [bid., pp. 11-17. 
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relates that her first day of sailing was quiet. Then she 
continues: 


The very next morning burst out the norther, and with 
loud howling swept over the ocean, which rose and tossed 
to meet the coming storm. Surely no wind ever had a 
voice so wildly mournful. How the good ship rolled, and 
groaned, and creaked, and strained her old timber joints! 
What rocking, thumping, falling, banging of heads at the 
low entry of the cabin! Water falling into berths, people 
rolling out of them. What fierce music at night, as the 
wind, like a funeral dirge, swept over the ocean, the rain 
falling in torrents, and the sky covered with one dark, 
lugubrious pall! And how lonely one ship seemed on the 
world of waters! *4 
Shipwrecks were common along the coast of Mexico, and 


not always during the season of northers. In June, 1836, the 
American brig Aurora was wrecked off the coast of Sisal,** 
and three months later the schooner Peter D. Vroom of Phila- 
delphia foundered off the Mexican coast forty miles above Vera 
Cruz.*° Often, damaged ships could be seen limping into 
Mexican ports for repairs. Mexican shipwreck law, because 
of the multiplicity of dangers presented by the elements, de- 
clared that all salvaged cargo belonged to those to whom it 
has been entrusted or consigned, and could be removed from 
the wreckage only for its protection. 

Actually the Mexican government itself was anathema to 
American commercial relations with that nation. Under 
Spanish dominion Mexico had been governed by an oligarchy 
of strangers who had been expelled upon the achievement of 
independence. The new nation, although utterly devoid of 
political experience and with no other principles to guide it 
than the “indiscriminate hatred of all that was old,” soon 
emerged as a republic. It soon appeared that the Mexican 
people, in breaking the yoke of Spain, had not achieved the 
political capacity to live peacefully under republican institu- 





24 Madame Calderon De La Barca, Life in Mexico, During a Residence 
of Two Years in that Country (London: Chapman and Hall, 1843), 
p. 530. 

25 House Ex. Doc. 105, 24th Cong., 2d Sess., p. 40. 

26House Ex. Doc. 351, 25th Cong., 2d Sess., pp. 399-400. 
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tions. Corrupt tendencies of colonial times expanded freely 
under the new liberty. The result was inevitable. Liberty, 
wrote Sir George Simpson, “degenerated into licentiousness, 
while power was merely another name for tyranny.” *7 Wrote 
Latrobe in 1834: “The meanest partizanship stands in the 
place of patriotism. ... No party is trusted; no man in the 
country can command even the respect, much less the coopera- 
tion of all—and why ?—because self-seeking and self-aggran- 
dizement is the purpose of all. They vapour about patriotism 
and know not the signification of the word.” °° Revolution 
followed revolution. The settled forms of insurrection, wrote 
Chevalier in 1836, “have become as fixed as the laws of 
backgammon, and the recipes of domestic cookery.” *° Foreign 
observers still believed the Mexicans incapable of self-govern- 
ment two decades after independence had been completed. 
The separation from Spain had been the ruination, not the 
salvation, of the country.*® Here was a land on which, wrote 
Waddy Thompson, “bountiful Providence has showered its 
blessings with a more profuse hand than upon any other 
upon the face of the earth.” *! But it was lying in decay 
and ruin. 

The chief hazards facing American merchants, then, lay in 
the weakness and corruption of the Mexican government. The 
Gulf was infested with pirates during the early decades of 
the century, some of whom seized vessels under the guise of 
being Mexican naval officers. Perhaps the most notorious 
was a Captain Thompson in command of a vessel called the 
Vera Cruzana, which usually lay at anchor off the port of 


27 Sir George Simpson, An Overland Journey Round the World, Dur- 
ing the Years 1841 and 1842 {Philadelphia: Lea and Blanchard, 1845), 
p. 199. 

28 Latrobe, op. cit., p. 303. 

29 George F. Ruxton, Adventures in Mexico and the Rocky Mountains 
(New York: Harper and Brothers, 1848), p. 114; Hunt’s Merchants 
Magazine, XVIII (1848), 137. 

30 Richard S. Coxe, Review of the Relations Between the United 
States and Mexico, and of the Claims of Citizens of the United States 
Against Mexico (New York: Wilson and Company, 1846), pp. 6, 11-12. 

31 Thompson, op. cit., p. 19. 
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Tabasco. Under the pretence of maintaining a blockade for 
the Mexican government, he stopped ships approaching the 
harbor, robbed them of whatever cargo and money he desired, 
and then permitted them to enter the port.** American ship 
captains lodged complaints with the American consul at 
Tabasco, Daniel N. Pope, who forwarded them to the central 
Mexican government without avail. 

Dangers to American shipmasters actually increased after 
they entered Mexican ports, where they faced the necessity 
of paying exorbitant duties, often as high as eighty per cent. 
Sometimes captains suffered an actual seizure of goods. Early 
Mexican duties were levied on specific articles, but were drawn 
up in haste and were badly classified. No distinction was 
made between coarse and fine goods of the same description. 
Often these high duties were collected twice, as when the 
Eliza Jane of New York, Thomas Phillips, master, was forced 
to put in at Vera Cruz for repairs with a cargo of logwood. 
The ship had to be sold as unseaworthy, but the captain was 
forced to pay tonnage dues to release his cargo although he 
had already paid them at another Mexican port.** Until the 
ratification of the Treaty of Amity and Commerce between 
Mexico and the United States in 1832, which abolished dis- 
criminatory tonnage dues, the payment of these burdensome 
exactions was a severe handicap to American commerce.** 

There was a constant threat of seizures of American ships 
or cargoes, although the percentage seized was probably very 
small. The period from 1822 to 1845 was exceptionally tur- 
bulent and therefore evoked neglect, if not antipathy, on the 
part of Mexican officials toward commerce.** One writer 
declared in Hunt’s Merchants Magazine: “While the govern- 
ment, in its enactments and practice, has shown itself far 
more hostile to commerce than to crime, traffic has been more 


32 House Ex. Doc. 351, 25th Cong., 2d Sess., p. 448. 

33 House Ex. Doc. 8, 25th Cong., 2d Sess., p. 64. 

34 Anthony Butler, United States Minister to Mexico, reported in 1833 
that Mexico was still levying tonnage dues against the United States 
despite the treaty. See Butler to Livingston, Mar. 1833, Dispatches from 
Mexico, Vol. VI, Department of State, National Archives. 

35 Hunt’s Merchants Magazine, XVI (1847), 457. 
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oppressed than vice, and merchants more rigidly fined than 
murderers.” °° The Mexican government hampered trade with 
a steady flow of decrees and restrictions.*7 Eventually a high 
tariff was maintained by the officials for no other reason than 
to bring in a steady income by granting special favors to 
merchants who would pay for import privileges. By the 
1840’s Mexican commerce had become one “of prohibition, on 
the law books, and of private bribery, in practice.” 

The natural result of high tariff and ineffectual government 
was smuggling. Quite truthfully J. M. de Castillo y Lanzas, 
Mexican chargé d’affairs at Philadelphia, wrote to Asbury 
Dickins, acting United States Secretary of State, in October, 
1835: “The state of convulsion in which Mexico now is, does 
not permit its Government to extend its supervision over all 
the points of that republic so completely as to warrant the 
exact enforcement of all the laws and regulations of the 
country. Taking advantage of this sad, though unavoidable 
state of things, there has been established between some ports 
of Mexico and others of the United States a regular and active 
system of contraband... .” °° Smuggling in turn increased 
the exactions levied on American traders. 

Geography and politics combined to make the routes of 
commerce into Mexico’s interior almost impassable. The 
splendid road from Vera Cruz to Mexico City had fallen into 
ruin. Not only was the passage difficult because of the steep 
grade required to mount the interior plateau, but the route 
also traversed a desert region infested with bandits. In 1846 
Waddy Thompson reported that a good line of stages, estab- 
lished by an American but then owned by a Mexican who was 
daily growing wealthier from it, made three trips a week to 
Mexico City. The horses, he noted, were Mexican, but the 
stages were built at Troy, New York. The drivers were all 
Americans, and “a most worthy set of fellows” *® Passage 


36 Tbid. 

37 See D. W. Smith to Daniel Webster, Mar. 21, 1842, Webster Papers 
MSS, Division of Manuscripts, Library of Congress; New York Herald, 
July 13, 1845. 

38 House Ex. Doc. 351, 25th Cong., 2d Sess., p. 707. 
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from Tampico to the interior was equally difficult and without 
the benefit of a stage. A law of 1827 designated the route by 
which carriers might convey goods from Tampico to San Luis 
Potosi. All goods not found on this route were seized as 
contraband, although it had such a scarcity of water that 
drivers often had to select another to keep their animals from 
perishing.*® -Poinsett reported that the cost of transporting 
merchandise from Vera Cruz to Mexico City was one to two 
dollars for twenty-five pounds, while it was about twenty-five 
per cent more from Tampico to Mexico City. 

Despite the many political and geographical handicaps 
which beset United States commerce with Mexico, the trade 
increased steadily until the mid-thirties. There were losses, 
but not sufficient to deter enterprizing Yankees. The volume 
of trade mounted after 1825, and within ten years had reached 
considerably more than nine million dollars a year for both 
exports and imports.*! While this traffic increased, however, 

41 DeBow’s Commercial Review, II (1846), 399. 
the cordial relations between the two nations, on which even- 
tually all vigorous commercial intercourse must rest, showed 
signs of strain. As the diplomacy became increasingly jaun- 
diced, impediments to commerce kept pace until no amount 
of commercial daring could overcome them. The state of 
American commerce, therefore, hinged entirely on the weak- 
ening thread of friendship between the two republics. Since 
the early relations were never cordial, it is surprising that an 
extensive traffic developed with Mexico even before the Texas 
issue after 1836 led relentlessly to a complete cessation of all 
normal diplomatic intercourse. 

Following American recognition of Texas and the threat of 
annexation, greater hazards of all kinds encumbered the profit- 
able flow of goods into Mexican ports. Vice Consul W. E. 
Coleman of Tabasco wrote to Secretary of State John Forsyth 
in May, 1836: “Since the commencement of the war in Texas, 
we have daily to submit to insult and injustice, not only from 
private citizens, but from the higher authorities; and there 


39 Thompson, op. cit., p. 10. 
40 House Ex. Doc. 351, 25th Cong., 2d Sess., p. 240. 
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is no prospect of any change, except it be for worse treat- 
ment.” #2 Although American commerce with Mexico did not 
falter badly in 1836, it was injured and continued to decline 
as United States expansion to the Southwest increased. The 
British, who had always enjoyed a more favorable commercial 
position because of Mexican indebtedness following exten- 
sive bond sales during the 1820’s, rapidly moved ahead after 
the Texas revolt. The United States commerce with Mexico 
dropped from its peak of 1835 to somewhat over one million 
dollars by the early forties.** 

The following table reveals the extent of American com- 
merce with Mexico during the twenty-year period from 1826 
to 1845: 


UNITED STATES TRADE WITH MEXICO 


1826-1845 
Year MexicanImports Mexican Exports 
RR ie ia eB a $6,281,050 $3,916,198 
I apa ie aoa 4,837,458 5,235,241 
i aia a acta Das ee 9,029,221 9,490,446 
ag a 2,515,341 4,175,001 
ee ee et ees 1,152,331 1,702,936 


Until 1835 the trade with Mexico was by far the most 
important of Latin America to the United States, but with 
rapid decline after 1840 that of Brazil, Cuba, and Chile soon 
exceeded that of Mexico. Yet at no time before 1848 did the 
commerce of Brazil with the United States approach $9,000,- 
000, and not until 1844 did the exports of Cuba to the United 
States exceed that figure.*+ 

Many Americans anticipated a recovery and expansion of 
trade with Mexico when friendlier relations were again estab- 


42 House Ex. Doc. 139, 24th Cong., 2d Sess., p. 64; House Ex. Doc. 105, 
24th Cong., 2d Sess., p. 27-28. 

43 DeBow’s Commercial Review, II (1846), 399; for the complete 
figures on Mexican commerce with the United States from 1825 to 1838 
see also Hazard’s United States Commercial and Statistical Register, 
I (1839-1840), 108, 165. 

44 For a comparison of United States trade with Mexico, Brazil, 
Chile, and Cuba see Hunt’s Merchants Magazine, XVIII (1848), 534-539. 
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lished. Brantz Mayer, secretary of the American legation in 
Mexico City, could see no cause for alarm, for nature dictated 
that the United States enjoy a wide commerce with her sister 
republic. He wrote in 18438: “If peace be restored in Mexico 
and mutual confidence re-established, I can see no cause why 
our interests may not become replaced on their ancient basis, 
and a natural alliance firmly established between two sister 
Republics, who, in addition to a community of political ten- 
dencies, are the closest neighbors.” *° 

Thomas Hart Benton noted the rapid decline of commerce 
with far more than customary alarm. “Our trade with 
Mexico is valuable,” he told the Senate in 1844. “We exchange 
our goods with Mexico for solid bullion,’ he declared, and 
that explained his interest.*® With the disruption of diplomacy 
in 1845, bad feeling in Mexico brought American commerce 
to its lowest ebb in two decades. All hopes of immediate 
recovery were quickly dispelled. New commercial laws which 
promised greater opportunities were set aside; older, harsher 
laws were enforced. American merchants found it necessary 
to bring complaints against the Mexican government through 
the consuls of other nations. Finally the President, James 
K. Polk, was forced to declare: “Our commerce with Mexico 
has been almost annihilated. It was formerly highly beneficial 
to both nations; but our merchants have been deterred from 
prosecuting it, by the system of outrage and extortion which 
the Mexican authorities have pursued against them; whilst 
their appeals through their own Government for indemnity 
have been made in vain.” 47 

As war broke out between the United States and Mexico in 
1846, the United States Secretary of the Treasury, Robert 
Walker, declared in an official proclamation that all American 
trade with Mexico should cease in accordance with accepted 


45 Mayer, op. cit., p. 311. 
46 New York Herald, June 12, 1844. It is interesting to note how 
close to the truth Benton actully was. Of the 2,387,002 of Mexican 
exports to the United States in 1844, over $1,780,000 consisted of bullion. 
See Hunt’s Merchants Magazine, XIII (1845), 376. 
47 Cong. Globe, 29th Cong., 1st Sess., p. 783. 
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international law. However, commerce with Mexico actually 
increased in 1846. In 1847 it dropped to less than $1,000,000, 
but nevertheless it continued. As the United States Army 
took over Mexican ports, the Mexican import duties were 
reduced and trade was encouraged in the occupied ports. 
United States officials collected the duties, and later trans- 
ferred them, less the cost of collection, to the Mexican govern- 
ment after the cession of hostilities.*® 

Mexican commerce during the years from 1822 to 1848 re- 
flects both the expansion of American trade during the decades 
from the War of 1812 until mid-century, and the state of 
diplomacy between the United States and Mexico. This lost 
chapter in our relations with Mexico has been treated nega- 
tively by American historians who have seen in Mexican 
commerce a cause of conflict rather than a source of interest 
and profit to American merchants. The fact that dozens of 
them actually encountered difficulties with Mexican officials 
while in Mexican ports indicates that the incentives to bear 
the risks were more than ample. Furthermore, ship clearings 
seem to indicate that only a small percentage of American 
merchants were mistreated by unscrupulous Mexican port 
officials through removal of cargo or actual seizure. It was 
the unfortunate disruption of this trade that accounted for 
the inclusion of Article XVII in the Treaty of Guadalupe 
Hidalgo, February 2, 1848, which renewed the treaty of 
amity, commerce, and navigation concluded by the two na- 
tions in April, 1831.4 Thus the sister republics, after a bitter 
war, could look forward again to renewed friendly commerce 
which would reach the high level promised by their close 
proximity and their mutual desire for the export products 
of the other. 


48 See treaty between the United States and Mexico, February 2, 1848, 
Senate Ex. Doc. 52, 30th Cong., 1st Sess., p. 40. 
49 Tbid., p. 56. 




































The Economic Repercussions of 


Expropriation: Case Study: 
Mexican Oil 


By MERRILL RIPPY* 


With the expropriation of the oil industry, the problem of 
production, sale and distribution of oil fell upon the Mexican 
government. The large production of oil in Mexico, with its 
comparatively small domestic consumption, had since the 
beginning of the industry forced Mexican oil to find its chief 
market abroad. The organization of the international petrol- 
eum traffic, dominated by two worldwide corporations, left 
Mexico in a difficult position when, as a newcomer, she tried 
to break into the well-established pattern of international oil 
distribution. At the time of expropriation, Cardenas de- 
clared that in the sale of its oil Mexico would remember the 
interests of the democratic nations and not sell merely to the 
highest bidder or ignore the consequences arising from the 
destination of the oil. The C. T. M. also declared that the 
oil must be sold to countries defending democratic institutions 
and not to fascist states or interests related to the expropriated 
companies. 

To carry out the Mexican objective meant, therefore, to 
sell to countries like the United States, England, or France 
directly or through independents—a difficult task with the 
cooperation of everyone concerned and virtually impossible 
without it. International sympathy with Mexico was rare. 
The campaign of the oil companies against Mexico was wide- 





* Dr. Rippy is Assistant Professor of History at Texas Christian 
University. This article is taken from a book-manuscript “Oil and the 
Mexican Revolution.” 
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spread and effective. In France and on the continent in 
general the anti-Mexican drive was accompanied, according 
to René Marchand, by the most abominable calumnies imagin- 
able! The Mexican government characterized the campaign 
as one based on lies and contrary to all facts and figures, and 
an American commentator remarked that the drive against 
Mexico had probably never been equalled for distortion and 
vituperation.* 

Since the companies desired to regain their properties, they 
had no recourse after the failure of diplomacy to effect the 
restoration but to try to destroy the Mexican economy so 
as to make Cardenas fall. Thus they declared economic war 
without quarter. The consequence of the struggle was a pro- 
found change in the economic structure of Mexico, the sharpest 
change in Mexican history resulting from external forces. 

The withdrawal of deposits from Mexican banks by the 
companies had begun as early as August, 1937, and flight of 
capital dropped the metallic reserves of the Bank of Mexico 
from 194,000,000 pesos to 110,000,000 pesos between August, 
1937, and March, 1938. The capital, reserves, and deposits 
of private banks dropped 113,500,000 pesos from June, 1937, © 
to April, 1938.3 Extent of the flight of capital was indicated 
by the steady decline in the gold and silver and foreign assets 
reserves of Mexico from 62,000,000 pesos in March, 1937, to 
26,000,000 pesos in December. Mexico stopped reporting the 
level of her reserves after December, 1937, until December, 
1938, when they had reached 34,000,000 pesos. 

Payment of existing debts was also demanded by the oil 
companies. The withdrawal of funds by the oil companies 
from the principal banks affected public confidence and other 
depositors withdrew their money in fear of a drop in the 
exchange rate. Deposits in commercial banks declined 


1 Marchand, L’Effort Democratique du Mexique, 168. 

2 Seis Avios de Gobierno al Servicio de México, 1938-1940, p. 201, and 
Millan, Mexico Reborn, 200. 

3 Informe Que Rinde al H. Congreso de la Union el C. Presidente 
Ldzaro Cardenas, sobre Su Gestién de Septiembr de £937 ad Agosto de 
1938, p. 6. 
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dramatically during the oil dispute. After expropriation runs 
occurred on banks in Mexico with the public trying to ex- 
change pesos for gold and silver; in some cases the bills were 
actually rejected. The companies offered pesos on the world 
market at successively lower rates, and the peso dropped in 
relation to the dollar from its 1937 value of 3.60 to the dollar 
to 5.00 on March 20, settling finally at 4.25 by March 22 and 
rising by March 27 to 4.15. 


DEPOSITS IN COMMERCIAL BANKS 
(millions of pesos) 


1937 1938 
LD Se Se ee ee te ee eee ee 318 218 
PRR resins Ral fe eh 325 277 
NC a ca hee oe LO gry 336 247 
NNN aN erst A 8 Se IE ce iS 341 247 
sa ee ee en a ee 247 
I ee ee ee yh SB ty oe ee ee 261 
RNA Be NR cate SBI LE ES Fa td ps Face ln se 351 274 
i ee Sat 350 274 
RMN So 347 275 
OI eS a ol Sy a Ot aaa rhats 338 279 
RN era ehh a Bl 337 283 
December eee coe ee 293 


Source: League of Nations, Monthly Bulletin of Statistics, XVIII, 
571; XIX, 619. 

After the United States suspended the silver purchase agree- 
ment on March 28, 1938, the Mexican government let the peso 
find its own level and for the year 1938 it averaged a value of 
4.515 to the dollar. Mexican currency in terms of dollars fell 
downward month by month after March, 1938: 


MONTHLY VALUE MEXICAN PESO IN U. S. CENTS, 1938 


DRURY uae ee ta See etl ed I han aaa 32.9 
ORNs St 32.9 
Dn RN pe ee Se GO I se te a I 30.3 
ee eee = a Ba at a iE 26.4 
RRS ine ee Lee nh la a re hn 24.8 
I pee a ee a A 8 ek a a ed 23.8 
A caste SN a A I 23.4 
NPRM? ce Sh ss se 8a ieee gene cg nee hd 23.1 


fe BE ae a re eee ee ee, Oe eee ey 
PINE) Stee oie eel oe 


RDS a i ee SP 
Source: League of Nations, Monthly Bulletin of Statistics, XIX, 606. 
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The contraction in Mexican currency was sharp from 1937 
to 1938. Between August, 1937, and April, 1938, currency 
in circulation dropped 61,000,000 pesos. Not until February, 
1939, did money in circulation reach the August, 1937, level 
again. 


NOTES IN CIRCULATION 


(millions) 

1937 1938 
NN a 8S et eer 5. 278 
February -....... ie late Naa ao ante . 212 274 
ON 2 a eo tl not reported 
TNO a eee ee et Se 241 
DON et Re 246 
ON aS estas shes dunes c acinar emake 253 
ac ere te 266 
ORR a ch cc ce cc al 261 
USUI EN icici ai teetee i! ES 257 
RNIN a Lh Nh a ei 264 
NN 8 ae 288 272 
MPNIOOS ice sce pete eee nes. OU 296 


The economic warfare against Mexico was waged on the 
international scene as well as within the country. The 
parent companies in the United States of the expropriated 
companies switched their purchases of oil elsewhere and 
United States imports of Mexican crude dropped from 3,500,- 
000 barrels in 1937 to 2,500,000 barrels in 1938. Furthermore, 
Mexican crude imported into the United States paid a half 
cent (U. 8.) duty per barrel while Venezuela and Colombia 
paid only quarter cent (U. S.) impost per barrel. Dis- 
couraging would-be purchasers of Mexican oil was a United 
States Senate resolution in 1940 that the National Stolen 
Property Act be amended to prohibit the sale in interstate 
or foreign commerce of any property acquired by violating 
the law or by confiscation by a foreign government; this 
action was amended by the House of Representatives to give 


4 Transfers of capital out of Mexico by the oil companies were less 
than 5% of the general withdrawal, according to Standard Oil of New 
Jersey, Reply to Mexico, 45. 
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the President of the United States authority to prohibit at 
his discretion the importation of stolen property. 

Not only did Mexico abruptly lose its foreign market for 
oil after expropriation but continuous operation of the indus- 
try was made impossible as a result of the international boycott 
by the oil companies which shut off or hindered the procure- 
ment by Mexice of equipment, materials, and technicians.® 
Since the oil industry was the third largest source of revenue 
for the Mexican government, the international blockade was 
doubly serious, with both Britain and the Netherlands boy- 
cotting Mexican oil and influencing friendly countries not to 
buy it. With no market, Mexico production immediately 
after expropriation dropped from 600,000 metric tons a month 
to 78,000. 

Reaching the markets that were open was a serious prob- 
lem, for tankers were largely controlled by Dutch Shell and 
Standard Oil which refused to permit Mexican oil to be moved 
in their ships. Dutch Shell ordered a complete boycott of 
Mexican oil and threatened, according to report, to boycott 
any concern trading in Mexican oil. A real effort, apparently 
was made to follow the advice of the Boston Transcript: 


Of course, we will not go to war; but we may have to 
use the one other weapon which will force an adjustment. 
Large-scale economic reprisals, brutally employed, remain 
a possibility. They would soon prove effective. 
Immediately after expropriation, therefore, Mexico’s ex- 


pressed desire to sell oil only to the democracies was made 
impossible by the boycott of the oil trusts which controlled 
the import markets in the democratic countries.® 

Secondary boycotts also were levied against Mexico. Tetra- 
ethyl lead, a monopoly of Standard Oil, was denied Mexico, 
and Dutch Shell was accused in United States Courts by 
Eastern States Petroleum, dealing in Mexican oil, of threaten- 
ing or commanding other companies to prevent their purchas- 


5 Secretaria de Gobernacién, Seis Afios de Actividad Nacional, 315, 
402. 

6 Confederacién de Trabajadores de México, C.T.M. 1936-1941, pp. 
597, 1031. See also H. P. Smolka, “The Mexican Conflict,” in The Times 
(London), March 30, 1938, p. 16. 
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ing oil from the plaintiff. Supply companies in the United 
States which furnished replacement parts to the Mexican in- 
dustry refused Mexican orders and Mexico met almost 
insuperable difficulties in buying machinery and equipment 
while tank cars and tankers virtually were unobtainable. 
Even a Mexican order for twenty-eight trucks from an Ameri- 
can manufacturer was cancelled, and Mexican oil, it appeared, 
was rejected by agencies of the United States government 
even when it underbid competition.? The customary Mexican 
importation before expropriation of about a thousand tons of 
paraffin a month ended afterwards because of the boycott; 
Mexico was unable to buy any. 


Certainly Mexican imports of machinery and equipment 
used in heavy industry showed a large drop in 1938: 


IMPORTS 


(millions of pesos) 


Machinery and apparatus Machinery and apparatus 
for agriculture, mining and instruments for other 
and industry uses and vehicles 
S908 pee 7" 99 96 
MDOT vccccenicncncscth 124 120 
Re eke oe 99 71 
Ree sci ots 107 124 


The drop in these two import items from 1937 to 1938 (75 
million pesos) was three-fourths of the total drop felt in 
Mexican imports from the United States between 1937 and 
1938: 


7 Person, Mexican Oil, 65, and Strode, Timeless Mexico, 341. Stand- 
ard Oil of New Jersey declared in Reply to Mexico, 6, that if American 
manufacturers would not sell to Mexico it was because of risky 
credit, not because of threats from Standard. On the other hand, 
Treasury Secretary Suarez declared to Betty Kirk that one company 
returned checks for equipment ordered by Mexico with a declaration 
that it did not dare to get on Standard’s black list. See Kirk, Covering 
the Mexican Front, 170. 
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MEXICAN COMMERCE WITH THE UNITED STATES 


(millions of pesos) 
Imports Exports 


SN a a a ae 274 271 
I a 381 501 
ON Ss aS a 284 504 
I i a ea ie aes 415 678 


Even the American tourist trade declined, with the number 
of tourists entering Mexico from the United States sinking 
to 119, 616 in 1938 from 144,955 in 1937. Mexico undoubtedly 
suffered a severe intensification of her economic crisis after 
expropriation, but the effect was not perhaps as sharp as ex- 
pected since post-expropriation sales of oil, although smaller, 
did not have to support interest and dividend payments to 
investors; hence the decline in wealth actually left in Mexico 
from oil sales abroad was not proportionally as great as the 
decline in total sales. 

The harassing tactics of the oil companies were well illus- 
trated by the use of the courts in foreign countries to interfere 
with the disposal of Mexican oil. At the time of expropria- 
tion a tanker belonging to El Aguila was in the port of 
Mobile, Alabama, and the Mexican Consul at New Orleans 
attempted to take possession of the tanker in accord with 
the expropriation decree. The Eagle Oil and Shipping Com- 
pany, a Canadian firm, then asked for and received an injunc- 
tion from the Alabama Chancery Court on April 2, 1938, 


8 According to the anonymous author of a pamphlet issued in London 
on the decision of the Civil Court of Le Havre concerning sale of 
Mexican oil abroad, the companies’ attitude was curious. They pro- 
tested at not being paid but acted as if they never desired to collect, 
resorting even to legal means to prevent the making of inventories to 
determine indemnity. This source believed that the companies felt that 
shutting Mexico out of the world market for oil for two years would 
force Mexico to hand back the properties on bended knees; to accom- 
plish that, Mexican oil was pursued over the continent and taken into 
the courts as stolen property to purchase which made the buyer an 
accomplice in crome. See introduction to Civil Court of La Havre, Hear- 
ing of July 22nd, 1939. M. Davies, Petro-Service et al vs. Mexican 
Eagle. Judgment. 
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which put the tanker in temporary receivership and forbade 
the Mexican Consul to take possession. The ship remained 
in harbor while the Court of Mobile returned, May 26, 1938, 
a judgment in favor of Mexico, sustaining the Mexican right 
to seize the ship. Eagle Oil and Shipping appealed the ver- 
dict on May 28, 1938, to the United States Fifth District 
Court of Appeals in Montgomery, Alabama. On November 
18, 1938, the Court of Appeals ruled as follows:'° 


The only point which exists here to be decided is whether 
the Republic of Mexico could enjoy immunity in that which 
affects this boat, which is a Mexican boat, belonging to 
a Mexican company, registered in Mexico, and flying the 
Mexican flag, in a case like the present in which Mexico 
has taken possession peacefully of said boat in our waters 
by means of legitimate agents and representatives. ... We 
believe that the question is answered in the affirmative. 
After eight months delay the injunction was lifted and the 


tanker freed for use by Mexico. 

In the suit brought before the United States Southern Dis- 
trict Court of New York by Eastern States Petroleum Com- 
pany against the Asiatic Petroleum Corporation to enjoin 
the defendant from interfering with Eastern States’ foreign 
oil business, E] Aguila entered the case as a third party with 
the defendant. El Aguila alleged that Eastern States 
between August and December, 1938, took 1,700,000 barrels 
of crude oil, belonging to E] Aguila, from Mexico. El Aguila 
alleged that the decree expropriating the properties belonging 
to the company in Mexico was unconstitutional and asked 
judgment against Eastern States of $1,700,000 (U. S.) with 
interest. Eastern States moved the dismissal of the suit, 
alleging its contract was with a government corporation in 
Mexico set up to exploit the oil fields nationalized by act of 
the President and Congress of Mexico. The United States 





9 Memoria de la Secretaria de Relaciones Exteriores, Septiembre de 
1938-Agosto de 1939, Presentada al H. Congreso de la Union per el 
General e Ingeniero Eduardo Hay, Secretario del Ramo, 1, 135-139. 
Hereafter cited as Memoria de la Secretaria de Relaciones Exteriores 
1988-1989. 

10 Jbid., I, 148. 
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District Court dismissed the suit on April 3, 1939, ruling 
that acts of a foreign sovereign in expropriating property 
within its territory were not reviewable in United States 
courts. The courts ruled that foreign sovereigns must be 
presumed to be acting legally and to permit one country to 
examine the legality of the acts of another in the courts 
would imperil relations between governments. Redress of 
grievance, the court declared, had to be secured through means 
available between the sovereign powers themselves. Finally, 
the court stated that El] Aguila was a Mexican corporation 
and could not seek a review of the validity of Mexican law 
in American courts but properly had to resort to the Mexi- 
can judiciary.'! 

In Europe suit was brought before the Civil Tribunal of 
Antwerp on November 18, 1938, attacking the legality of a 
third party distributing oil expropriated from foreign-owned 
corporations by the Mexican government. The Antwerp 
court ruled February 21, 1939, that the actions of the Mexi- 
can government could not be questioned in a Belgian court 
on grounds that Mexico’s act violated Belgian public order.'” 
E] Aguila brought suit also against Davis and Company in 
Dutch courts attacking the Davis Company’s right to sell oil 
in the Netherlands secured by Mexico through confiscation 
since confiscation was contrary to the Dutch concept of public 
order. The Rotterdam court ruled that it could not question 
the good faith of a foreign government in performance of acts 
of public nature and dismissed the suit.1* A judgment of the 
tribunal of Midelburg, Holland, on August 2, 1938, ruled that 
the sale of Mexican oil could not be prevented in Holland on 
the basis that it was confiscated property since both the Mexi- 
can expropriation law and Cardenas’ decree provided for 
compensation. Hence the Midleburg court ruled that ultimate 
compensation could not be considered fictitious, rejected the 


11 Lauterpacht (ed.), Annual Digest 1938-1940, 90-93. 

12 [bid., 25. See also Memoria de la Secretaria de Relaciones Exter- 
wores 1938-1939, I, 93-94. 

13 Lauterpacht (ed.), Annual Digest 1938-1940, 25-26. See also 
Memoria de la Secretaria de Relaciones Exteriores 1938-1939, I, 156-158. 
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oil companies’ contention that Dutch public order was in- 
volved in Mexico’s sovereign actions, and dismissed the suit.'4 
The legal technique of attacking Mexico economically reached 
its climax in the maneuvers in France.!° The case involved 
Mexican gasoline bought by various French companies and 
imported into France. El] Aguila sought and obtained an 
injunction on October 6, 1938, blocking the delivery of the 
oil by jobbers to the French purchasers on the grounds that 
the oil legally was not Mexican property. The lower French 
court ruled that French purchasers of Mexican oil could not 
be considered as owners in good faith under French law since 
the act of the Mexican government in expropriating the oil 
industry was contrary to public order in French law.’® This 
startling opinion was appealed by the French purchasers of 
the Mexican oil and the agent delivering the oil, Davis’ Com- 
pany, to the court at Rouen. The Mexican government re- 
quested permission to enter the case and present its views of 
the law since the lower French court had acted to condemn 
Mexican constitutional law.'7 
From the court at Rouen the case was appealed to the Civil 
Tribunal of Le Havre which rendered its decision on July 
23, 1939 :18 
By force of time and national difficulty, France has legis- 
lated to distinguish factors concerning the protection of pri- 
vate property against confiscation and has never abandoned 
the principle of just indemnity but has ruled that such 
indemnity must not always be paid in the first place. The 
court cannot consider the promise of compensation as 
illusory considering the repeated promises of Mexico to 


pay; the large correspondence carried on concerning pay- 
ment; the Mexican request for the oil companies to assist 


14 Memoria de la Secretaria de Relaciones Exteriores 1938-1939, I, 83. 
See also Botella Asensi, La Expropriacion, 59. 

15 Memoria de la Secretaria de Relaciones Exteriores 1938-1939, I, 109. 

16 Memorandum of the Mexican Minister in Paris to the French 
Minister of Foreign Affairs, printed in ibid., I, 96. See also Botella 
Asensi, La Expropriacioén, 63-64. 

17 Memoria de la Secretaria de Relaciones Exteriores 1938-1939, I, 97. 

18 Civil Court of Havre: Hearing of July 23rd, 1939, M. Davis, Petro- 
Service, et al., vs. Mexican Eagle. Judgment, 13-14. 
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in a valuation; and the setting aside of a certain portion of 
sales abroad for indemnity. 
The court therefore denied E] Aguila’s petition, condemned 


it for illegally sequestering the oil of another firm, and or- 
dered it to pay damages and court costs—but ten months had 
elapsed with the oil in storage and undelivered. 

Immediately after expropriation Cardenas had sent a high 
Mexican official directly to France to try to negotiate an 
agreement on oil with the French government,'’® probably 
because France was the one major democratic power not in 
control of an oil supply. The Mexican official, according to 
Silva Herzog, declared that French civil servants gave the 
impression they were blocked from buying. Mexican oil be- 
cause of arrangements already existing with foreign oil com- 
panies and because of opposition by the British government, 
France’s ally.2° Before abandoning his efforts, the Mexican 
wrote the French Minister of National Defense in October, 
1938, declaring that Mexico felt that the advantage to French 
national defense of an oil supply free of the dangers of 
Mediterranean transit in case of war should offset any pri- 
vate interests opposed to the arrangement. The official de- 
clared Mexico found it difficult to believe that the arrangement 
between France and Britain was superior to the national de- 
fense needs of France which could best be met with Mexican 
oil. The Mexican official concluded his note with a warning 
to France that Mexico would have to permit other countries 
to build up war reserves with Mexican oil if France rejected 
the offer, reminding the French government that, although 
Mexico wanted to sell to France, other governments had ap- 
proached Mexico with offers to buy Mexican oil. The French 
government did not reply to the note. 


19 Silva Herzog, Petréleo Mexicano, 200. 

20 Tbid., 201. Betty Kirk declared that a private agreement between 
Mexico and a French banker, M. Descombes, for a large oil sale was 
blocked by British pressure when the problem of financing the deal 
arose. See Kirk, Covering the Mexican Front, 167. Boraces, El Petréleo 
Mexicano ... Es “Cosa Robada”? 531, declared all sorts of pressures 
were brought on French merchants to dissuade them from buying 
Mexican oil. 
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As the oil industry did not collapse and production con- 
tinued, the absolute necessity for a foreign market to take 
the surplus Mexican production became more urgent. Shut 
out of the American, British, and French markets in 1938, 
Mexico turned to the only available customers, even though 
they were anathema to her politically, Germany, Italy, and 
Japan. Although numerous adventurers appeared in Mexico 
after expropriation, offering to market the oil, most of them 
were without capital or were like one New Yorker who rented 
a tanker, the Miriam, and sent it to Tampico to load with oil, 
offering to pay twenty-five cents a barrel when the market 
price was ninety cents. Not until the summer of 1938 did 
tankers begin to handle Mexican oil, despite threats from 
Standard Oil, but then only at very high rates. 

The first break in the boycott of Mexican oil came when 
W. R. Davis appeared in Mexico City. Davis, owner of a 
refinery in Hamburg and a student of Nazi barter-finance, 
had lost his Mexican subsidiary in the expropriation, 
but after negotiations he and Mexico agreed July 6, 1938, on 
a ten million dollar sale of oil by Mexico to Eastern States 
Petrolem Company which was to deliver the oil to Sweden, 
Germany, and Italy. Payment for the oil was to be 40% in 
cash and 60% in kind, with the bulk of the oil going to Ger- 
many. The prices agreed on between Mexico, Davis, and 
Germany were approximately half (0.46 U. S. per barrel at 
Panuco and 0.54 U. S. at Poza Rica) those obtained prior to 
expropriation—prices Mexico used also to break the Standard 
Oil position in Guatemala. 

A barter deal negotiated directly between Mexico and Ger- 
many for $17 million, exchanging Mexican crude for German 
machinery and equipment, was announced December 8, 1938, 
and between. January 1 and January 16, 1939, seven ships 
left Tampico ‘for Germany with 722,687 barrels of oil. A 
small Texas company also purchased Mexican oil to barter it 
to Germany for manufactured goods. Despite the barter na- 
ture of the agreement with Germany, a portion of the deal was 
for cash in dollars. About 50% of the sales to Germany in 
July-August, 1939, (around $500,000 in August) were in cash 
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although at a low price made necessary to break the Standard- 
Dutch Shell boycott.*! Germany took 2,441,498 barrels of 
Mexican oil in 1937, her purchases in 1938 holding at 2,097,044 
barrels despite the blockade, and dropping to 1,498,383 barrels 
in 1939. German imports of gasoline from Mexico rose from 
11,900,000 in 1937 to 40,400,000 in 1938.77 

The drop in Mexican-American trade after expropriation 
contrasted with the rise of German-Mexican trade sharply 
enough by the end of 1938 to have become painfully evident 
to the United States. While the United States share of trade 
with Mexico declined from 62.2% in 1937 to 57.5° in 1938, 
Germany’s proportion rose from 16% to 19°. Asa matter of 
fact, Mexico had been trying to broaden her trade with Ger- 
many since late in 1937 when Mexico announced that Ger- 
many had risen to second only to the United States in exports 
to Mexico and third in imports. After expropriation, while 
American firms restricted credit to Mexican business, Ger- 
man companies expanded it. American office equipment com- 
panies complained to the United States in 1938 that they were 
being cut out of the Mexican government’s business and the 
United States Consul in Tampico reported that government 
offices had been ordered to obtain only German supplies. Ger- 
many valued the Mexican connection highly enough that 
Joachim Herstlet, second ranking man in the German Foreign 
Economic Ministry, and Hjalmer Schacht’s brother were sent 
to visit Mexico. By February, 1939, when Junkers Aircraft 
had a representative in Mexico arranging a barter deal, the 
United States requested Mexico’s foreign office to reject it. 
The United States undoubtedly observed that Mexico had 
rushed her Minister back to Germany in January, 1939, when 
the United States Envoy had been recalled in protest at the 


21 Silva Herzog, Petréleo Mexicano, 204-206. El Aguila’s officials in 
Mexico declared that Germany would not dare to make deals against 
Standard and Dutch Shell since they were the chief source of oil for 
Germany, according to Kirk, Covering the Mexican Front, 166. 

22 League of Nations Economic Intelligence Service, International 
Trade in Certain Raw Materials and Foodstuffs by Countries of Origin 
and Consumption 1938, p. 160. 
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Jewish atrocities of 1938 and that Mexico (and Guatemala) 
were the only two Latin-American countries exchanging New 
Year’s greetings with Hitler. 

Not only Germany, but also Italy and Japan, offered to 
supply Mexico with technicians, a market, and machinery in 
return for barter agreements in oil.*? An Italian commission 
concluded an agreement with Mexico in October, 1938, under 
the terms of which oil worth five million dollars was to be 
bartered with the Azienda Generale Italiana Petrole. At the 
end of 1938 negotiations were begun with Italy for the con- 
struction of three tankers for Mexico to be paid for with 
Mexican oil. Between September, 1938, and January, 1939, 
Italian tankers left Houston, Texas, with 680,740. barrels of 
oil. Another contract between Italy and Mexico gave Italy 
in April, 1939, a virtual monopoly of imported rayon in Mexi- 
co in exchange for $2,500,000 (U. S.) in oil. Sales of oil to 
Italy rose from 187,240 barrels in 1937 to 259,107 barrels in 
1938, and rocketed to 3,315,107 barrels in 1939. In half of 
1940 (until Italy entered World War II) Italian purchases 
amounted to 3,212,820 barrels. 

When Mexico was attacked for supplying a fascist country 
with oil (Italy took about 25° of Mexican exports of oil in 
1939), Eastern States Petroleum Company declared that the 
three chief sources of oil for Italy were Standard Oil, Dutch 
Shell, and Mexico, which supplied about 10° of Italy’s im- 
ports. When Italy entered World War II in June, 1940, the 
oil market lost cost Mexico about four hundred thousand 
dollars monthly. 

Japan was reported as early as March 24,1938, as being 
hopeful of taking advantage of the Mexican situation to 
secure some of the oil formerly exported to Britain and 
America. Mexican newspapers published reports from 
Japanese papers praising Mexico for escaping the Anglo- 
American influence. In fact, the first large-scale sale of oil 
after expropriation reportedly was 120-140,000 barrels of 
crude taken by Japan. On April 1, 1938, a Japanese tanker, 


23H. P. Smolka, “The Mexican Conflict,” in The Times (London), 
March 30, 1938, p. 16. 
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the Itso Kutsame Maru, left Tuxpam’s old El Aguila oil 
terminal with 84,500 barrels of oil. 

Relations between’ Japan and Mexico were close enough 
for two Japanese officials of the Imperial Fisheries to be made 
honorary commissioners of the Mexican Department of Fish- 
eries and Hunting with Mexican fisheries officials’ sons being 
sent to Japan for schooling. Moreover, Japanese fisheries 
officials visited Mexico to study the possibilities of creating 
a deep channel from Mexico to the Gulf of Mexico sixty-five 
miles south of Brownsville, Texas. In March, 1938, the 
Japanese Minister to Mexico denied a rumor that Japan was 
seeking permission to build a pipe line across the Isthmus of 
Tehuantepec, but a Japanese company, Compania Veracruzana, 
was granted a concession on 250,000 acres of land in Vera 
Cruz and asked permission to drill on a Japanese-made survey 
on the Isthmus of Tehuantepec. Large quantities of Mexican 
oil were shipped in bond from Mexico to Texas and transhipped 
to Japan while Norwegian tankers carried great amounts of 
crude directly to Japan. By 1940 Japan’s opinion of Mexico 
was that it was the most important of Latin-American coun- 
tries because of its production of raw materials. Apparently 
seizing the opportunity presented by the boycott of Mexico, 
Japan expanded her commerce with Mexico tremendously be- 
tween 1938-1941: 


Imports from Japan Exports to Japan 
(millions in pesos) 
NS a a 8.7 5 
I a Bs a ae 72 9.3 
2 ee 17.5 24. 
I ne pt 25.3 21;2 


By 1939 it was evident that the economic blockade of Mexico 
was not destroying the Mexican government and was threat- 
ening the United States’ position in Mexico trade. The Ameri- 
can economic blockade, as far as private commerce could 
enforce it, was not strong enough to make commercially- 
applied sanctions effective and was raising the specter of 
Latin-American commerce being lost to countries outside the 
Western Hemisphere. Mexico had moved to reduce the level 
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of American imports in January, 1938, by raising the general 
tariff schedule from 100-200% on the average, and in July, 
1939, a 12% maximum export tax was levied, bearing heavily 
on mineral exports, the major Mexican products sold abroad 
and products largely turned out by American-owned com- 
panies. Total American commerce with Mexico dropped 
sharply from $245,100,000 (U. S.) in 1937 to $187,971,000 
(U. S.) in 1938, and in the eighteen months immediately 
following expropriation American exports dropped 40°. 
Oil exports to the United States fell from 3,500,000 barrels 
in 1937 to 2,500,0000 in 1938. 

The Mexican recovery was shown by the quantity of ex- 
ports from her two principal Gulf ports, Vera Cruz and 
Tampico. Trade at Vera Cruz, 1936-1940, was as follows: 


Imports Exports 

(tons) 
ee sic essen i a ae See oa 206,146 169,407 
ee ok i i ae as 239,503 173,990 
I i a a ae a ; 183,049 132,383 
I, er Se a isan itdzcrnctoeaies 218,717 186,776 
SD ES a i 217,114 123,952 


At Tampico, trade, primarily exportation of oil, con- 
tinued after the expropriation: 


Imports Exports 

(tons) 
RD ce a is a Se ; 95,452 2,783,650 
OT a a a 107,286 3,248,400 
RR ects sae oe eh ate ee As oe a ls 150,517 1,722,625 
OD se ea ee ee a, 57,982 1,697,810 
ON pec eae pens a Ear o k 109,725 1,373,512 


Total Mexican foreign commerce survived the economic war 
even more successfully than the oil trade: 


Volume (tons) Value (pesos) Volume Value 
Imports Exports 
(thousands) 
1986 _.... eeestaas 905 464,142 5,145 775,313 
RRS asc koe 1,246 613,755 5,345 892,388 
BO eit ? 897 494,118 8,547 838,127 
REO) ash 849 629,708 4,156 914,389 
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Although Mexican commerce abroad was hit hard by the 
economic repercussions of expropriation, it continued at a 
level adequate to permit Mexico to withstand the hardship: 


INDEX NUMBERS OF EXPORTS 
(1929-1933—100) 


Volume Value 
General Oil General Oil 
UI 132.15 114.71 107.48 109.78 
UMass Es Bh he 140.86 23.63 112.36 95.32 
I a a i ae 130.54 72,92 97.96 71.33 
ND epee Eb Sa eee 119.57 77.08 101.27 81.40 


Oil exports, although not stopped, changed their nature 
rather drastically and dropped in value. The value of crude 
and derivatives of petroleum fell in the following manner: 


RON Oe tS ee ee 
I cc Sa 152,177,873 
ee eae ee a ee . 79,378,642 
re i 82,605,560 


The sharp drop in value of exported petroleum was due not 
so much to the decline in quantity as to the smaller quantity 
of refined products exported: 


Percent Percent 

Petroleum Exports Petroleum Exports 
in Crude Refined 
I a cee 27.84 72.16 
Lo) Gees es 29.86 70.14 
ORS 2 asa 32.84 67.16 
I ieee ect  a  See 64.52 35.48 


The fall in refined petroleum products was shown by the 
decrease in exportations of gasoline: 


Volume (bbls.) Value (pesos) 
NN an Del 4,278,966 46,624,606 
1037° Re ek ib 4,392,477 49,024,538 
1338 armas se eae ere 1,539,392 17,129,439 
1939 : s 1,046,480 7,206,807 


With the loss of the newly-developed markets for oil in 
Europe when World War II began in September, 1939, Mexico 
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decided to try to re-enter the American market. Silva Herzog, 
general manager of Distribuidora de Petréleos Mexicanos, went 
to Washington, D. C., and asked the Department of State what 
the official attitude of the United States government was. The 
reply was that no obstacles would be placed in the way of 
Mexican sales of oil in the United States. Subsequently Mexi- 
co made a contract with an American firm for the sale of 
1,500,000 barrels of crude and arrangements for the sale of 
large quantities of oil over a five-year period. In 1940 Ameri- 
can imports of Mexican crude climbed to 12,300,000 barrels. 
American exports of oil-well machinery to Mexico revived. 
American imports of Mexican crude and petroleum products 
also increased: 


1940 (bbls.) 1941 
Imports crude petroleum___... ee ee 12,260,666 9,642,023 
RIN cli ot a a A ls 203,865 188,171 
Niet Eee Sale Ea ae ot 2,294,239 2,261,905 
CNSR RON Ni i cess 826,454 1,109,205 


General Mexican-American commerce bettered the 1937 
level in 1940 when it reached $173,000,000 (U. 8.). In 1940 
the United States imported $55,700,000 (U. S.) in gold and 
silver from Mexico. Mexican trade with the United States 
between 1938-1941 was as follows: 


Imports Exports 
NU a a gt a ..-... 638,027,000 $124,944,000 
SOO. ose es, Ge 131,012,000 
oe ene See pace Rite t ta ee _ 97,653,000 159,942,000 
ON ann oe 133,023,000 


Mexican exports of petroleum products to the United States 


orn 


in dollars, 1937-1941, were as follows: 


All Petroleum Products (Gasoline) 


BOOS: specter as 38,440,000 13,605,000 
DOS pat ae ees : iD . es 
S080. as i ediesen tanasae cits cae 15,279,000 1,806,000 
1940 . semeadiasices oa 15,835,000 578,000 
IPE © Sew i ; =— 13,534,000 1,210,000 


The economic war, as far as the Mexican and American 
governments were concerned, was over by the end of 1939 and 
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in the shadow of the international situation, the United States 
negotiated the Douglas-Weickers Agreement in July, 1941, by 
which the United States agreed to purchase all of Mexico’s 
production of strategic war minerals at the market price. 
Mexico in turn was to receive vital raw materials and ma- 
chinery from the United States on condition that none be re- 
shipped to non-American countries. A _ reciprocal trade 
agreement was finally signed between Mexico and the United 
States on December 23, 1942, and not only normal but friendly 
commercial ties officially were in full effect. Mexico had 
survived, if she had not won, the economic war precipitated 
by expropriation. 
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Labor and the Philosophy of the 


Argentine Revolution 


By JOE C. ASHBY* 


Some contemporary writers on the Argentine Revolution 
have taken the view that the movement was purely opportun- 
istic, contained no consistent body of thought or philosophy 
at the time of its inception and developed none thereafter, 
and instead promised everything to the vast numbers of un- 
organized workers and promptly set about to destroy organized 
labor. A closer examination of the speeches and writings of 
the revolutionary leaders seems to warrant a serious ques- 
tioning of this position. 

I 

Interpretations of the change in government of June 4, 
1943 differ. Felix Weil maintained that the “revolt of some 
nationalist officers” was not a complete break with the past, 
and that to so consider it was undue optimism. According 
to Weil, if it were a break with the past at all, it was one in 
the wrong direction. He further interpreted the movement 
by writing :! 


The “revolution” of June 4, 1943, was similar to that of 
1930 in almost all details. It, too, was successfully waged 
by a general leading a few thousand troops against the 
“legal” President. ... It would seem that the revolt was 
provoked by Castillo’s demand that General Ramirez, then 
Minister of War, resign. . .. In the last months preceding 
the revolution the landed gentry was becoming suspicious 
of Castillo’s heir-apparent, Robustiano Patron Costas. They 
feared he would betray them to the industrialization inter- 





* Mr. Ashby is Assistant Professor of Economics at Texas Wesleyan 
College. This article is taken from a dissertation on “Perodn and the 
Argentine Labor Movement.” 

1 Felix J. Weil, Argentine Riddle, pp. 33, 42, 43, 46. 


71 



































INTER-AMERICAN ECONOMIC AFFAIRS 


ests and play ball with the U. S. as he had heretofore so 
often played ball with the British. . .. In their dilemma—a 
choice between “betrayal” by Patron Costas on the one 
hand and triumph by an opposition candidate on the other— 
the estancieros had only one way out: to abolish democracy, 
or what was left of it under Castillo. Here was an issue 
where even the landed gentry and the leaders of industry 
could see eye to eye. The prerogatives of the aristocracy 
were threatened if democratic conditions persisted. The 
new hundreds of thousands of voters, whom industrializa- 
tion had induced to migrate from the rural areas to the 
cities, loomed as an ever-growing danger. The industrial 
interests faced the threat of labor conflicts produced by in- 
dustry’s failure to pay wages in keeping with the higher 
cost of living. So far, only the state of siege had prevented 
labor unionization drives on a larger scale. ... The inescap- 
able fact remains that the estancieros needed a “strong 
man,” a symbol of ruthlessness, to rule the country for 
them with a hand of iron. It matters little whether he is 
called Perén or Farrell. 

Perhaps it should be remembered that Weil’s book was 
published early in 1944 and therefore had the limitation that 
not sufficient time had elapsed to allow proper evaluation of 
events—if indeed such is ever possible. 

In contrast with Weil’s position, Dr. Walter P. Schuck, 
writing in 1949, said: 


In short, what the Argentine government proclaimed and 
what met with a resounding echo all over Latin America 
was similar to Lincoln’s proclamation that “This nation, 
under God, shall have a new birth of freedom” on the basis 
of government for the people by someone who has their 
interests at heart, though not necessarily government of 
the people or by the people. 


It is a comforting thought, though, that the Argentine 
revolution has broken the hard ground of absolute tradi- 
tionalism as a prerequisite to conditioning the country for 
new and progressive ideas. 

Ruth and Leonard Greenup have remarked that what 
started out as a cut and dried military coup turned into a 


2 Ruth and Leonard Greenup, Revolution Before Breakfast (Chapel 
Hill, 1947), Foreword v. 
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ARGENTINE REVOLUTION 


major social upheaval.? Of significance is Leonard T. Rich- 
mond’s thesis that :* 


The less attentive observer may easily confuse President 
Peroén’s articles of faith with the now almost orthodox 
pleas for improved living-standards, or with any of the 
oratorical eloquence of our time. However, the President’s 
words make it clear that that he is not content with any 
such appeal to existing or established influences, but pre- 
ferably aims at regrouping the nation’s economic forces, 
or energies, and placing them definitely and irrevocably in 
another position, which he names the Third Position. This 
means that it is not a question of placating Labour with 
increasing doses of social justice, nor of appeasing Capital 
with smaller applications of what all opposition classifies 
as “red tape” or “bureaucracy.” Each sector of the na- 
tional forces must be given a definite place, so that Labour 
is never reduced to slavery, and Capital does not live under 
the constant threat of nationalization or extermination. The 
problem is one of equilibrium so that Labour is not dominat- 
ed by Capital, and Capital is not dominated by Labour, and 
finally so that neither of these two forces is dominated by 
the State. (Underlining mine). 


It is interesting to observe that although Richmond under- 
stood the “Third Position” to embody the theory that ‘‘neither 
of these two forces (capital and Labour) is dominated by the 
State,” as noted above, Perén himself told the workers of 
Rosario on July 23, 1944: 

In the same way we do not intend to tolerate that anyone 
shall dispute or deny the authority of the State to intervene 
in or decide the conflicts between capital and labour. 

This statement by Perén seemed to make it quite clear that 
the state should not be merely the third equal party, but 
rather should be the decisive arbitrator. The final authority 
of the state, indicating that it is much more than merely a 
third partner, was further emphasized in the following words 
of Per6én: 


3 Leonard T. Richmond, Argentina’s Third Position and Other Sys- 
tems Compared (Buenos Aires, 1949), p. 103. 

4 Department of Information for Abroad, Ministry for Foreign Affairs 
and Worship, Argentine Republic. 
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To prevent labourers who have received the necessary 
and logical social justice from demanding more than their 
due, the first remedy is the organization of those labourers, 
and so with responsible, logical and rational organizations, 
under a good management, they will not ask for anything 
unfair, because the labourers’ common sense will in the end 
vanquish the exaggerated pretensions of some of those men. 
This would insure us against it: the organization of labour- 
ers. It follows that the State would see to the re-insurance 
which is the necessary authority to prevent people from 
moving what is in its proper place; because the State has 
the means with which, if necessary by force, it will, of its 
wisdom, put things in their proper place and refuse to 
allow anyone to meddle with them. (Underlining mine). 


As if these two statements were not sufficient to establish 
the fact of the superiority of the state, consider the following 
words of Perén: ‘The State acting as a judge must legally 
assert the terms, obligations, rights and guarantees of all 
who work.” 

While not following Richmond’s interpretation of the 
“Third Position,” Richard Lee Marks made it crystal clear 
that, in his opinion, Argentina has experienced more than the 
ordinary military revolt :° 


The obvious fact in Argentina today is that Juan Domingo 
Perén has effected a permanent revolution. . . . The old 
Argentina, dormant and morbid and frustrated, bonded to 
Britain—the Argentina which was alive until 1943—is gone 
... There is no good old time for the pendulum to swing 
back to. ... Perén has awakened the people to the fact that 
national development and social welfare are the primary 
objectives of government. That is Perén’s permanent revo- 
lution. There is an expectancy among the people now. And 
governments of the future . . . will have to design their 
policies to satisfy that expectation. 


The Argentine socialist leader and critic of Perén’s labor 
policy, Alfredo Lopez, admitted that while on the surface a 
military movement, the revolution was really a regular part 
of the crisis in the country, opening for Argentina a new 





5 Richard Lee Marks, “A View of Argentina Under Peron,” The Yale 
Review, a National Quarterly, Vol. 38, Spring, 1949, p. 486. 
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ry revolutionary cycle, which was of historic necessity to Argen- 
“ir tine evolution.® 

og But how did Per6én, admitted prime mover of the new 
ng policy, explain the revolution? He stated in February, 1946: 
nd 


In the minds of those who conceived and carried out the 


oN. revolution of the 4th of June there was fixed the idea of 


Ir- the social redemption of our Country. This initial move- 

ice ment was not another military coup, as some are pleased 

one to repeat; it was a spark which on the 17th of October 

_ started a great bonfire in which the remaining vestiges of 

its feudalism, still evident on American soil, will go on crackling 

to until they are entirely consumed. 

os Even as early as July, 1944, he had answered his critics 

3% by observing: 

ng 

lly Our Revolution issued a proclamation, which though 

all everyone read it, was carefully studied by few. It was said 
we had no plan. We have done nothing haphazardly—on 

iin the contrary, everything had been submitted to an absolutely 


rational plan which has not failed in one iota in its fore- 
ar casts. 


The next month he explained further: 


— The Revolution of the Fourth of June had two postulates 
a which I myself drew up with my own hands on June third, 
at ten o’clock at night. Two postulates which I did not 


Fr think of only at that moment, for I have felt them for thirty 
| years. ... The first is the union of all, for unity is the only 
ve thing that makes a country big. .. . The second postulate 
- is that of social justice, a profoundly human measure with- 
— out which our revolution would have deteriorated into an-. 


ad other mere barracks revolt, insignificant and fruitless. 
That unity shall mean, in the first place, social unity and 





— labour unity, which are the real fundamentals of the unity 
of the masses. Posterity shall decide whether we have been 

oor mistaken or not. But what must be taken care of is not 

2a the welfare of the few but the ills of the many. 

art When President Farrell proclaimed to the nation in Sep- 

ew tember, 1944, that the unity of the Argentine people was the 

vale 6 Alfredo Lopez, La Clase Obrera y la Revolucién del .4 de Junio 


(Buenos Aires, 1945), pp. 41-43. 
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principal purpose of the revolution, and that the achievement 
of social justice was its most prized trophy, he made a pro- 
nouncement entirely in keeping with the postulates of Perén 
mentioned above. 

On the occasion of his withdrawal from the Department of 
Labor and Social Welfare, October 10, 1945, Perén again 
mentioned the final purpose of the revolution: 

If the revolution would have been satisfied with creating 
free elections, there would only have been achieved an effort 
in favor of a political party. This could not, cannot and 
will not be the exclusive final purpose of the Revolution. 
This is what some politicians wanted, so as to be able to 
return, but, the revolution incarnates in itself the funda- 
mental reforms which it has set itself to realize in the 
economic, political and social sphere. This trilogy repre- 
sents the conquests of this revolution which is on the march 
and which, happen what may, cannot be despoiled of its 
fundamental content. 


The next year, just before his elevation to the Presidency, 
Perén summarized what he called the “first plans” of the new 
government: 


From the Government we launched three reforms: first, 
a rural reform, to increase our riches by improving the land 
through the Agrarian council, and handing it over to the 
man who worked it. The rural reform was to be the basis 
for the increase of our wealth, which was to be complement- 
ed by industrial action; this would transform production 
and multiply its value by industrialization. In this way 
the country, richer through increased production, augmented 
in its turn by industrialization, would pour forth sufficient 
benefits to satisfy the social justice which we have in view. 


He clarified the change in order of events by pointing out 
that although it had been the plan to accomplish first the rural 
reform, next the industrial, and finally the social, it became 
necessary to alter the schedule for the reason that the social 
reform could neither be postponed nor preceded by the rural 
and industrial reforms, for if that had happened, the workers 
would have “died of inanition’” before they could have re- 
ceived any benefits. Therefore, he continued, social reform 
was put first. In reviewing the three different stages of the 
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revolution—that is, the revolution itself, the social stage, and 
finally the constructive stage—President Peron, in April, 1947, 
posed the question, ‘“‘What should happen in the constructive 
stage?” Thinking it necessary to better the conditions of life 
of the working classes, he decided that there were two ways 
in which this could be achieved: 


... the first by increasing the wealth of the country, but 
this meant work and we were in no condition to do it. We 
had to fall back on the second way, which consists of taking 
away from those that have in order to give to those that 
have not. That, we foresaw, would create an unbalanced 
state of affairs. 

We realized that the capitalists had to sacrifice themselves 
at this state so as to give the working classes what they 
required. Then we could start the third state which con- 
sisted of increasing the wealth of the country so as to obtain 
a higher standard of living, which would bring a greater 
demand for and a higher development of the industrial and 
commercial productions. That was our theory, which, 
thanks be to God, we have been able to carry on. 


II. Political Theory of the Revolution 


In considering the political theory of the revolution it is 
again necessary to draw heavily from the expressions of Peron. 
Long before such an organized political movement had de- 
veloped, however, Perén had said: 


I do not believe that all men should think in the same way, 
but we cannot differ in the great objectives the State is 
aiming at to guide the people of the nation because from 
that comes total anarchy; from a different way of visualiz- 
ing problems a different value is attached to them, and a 
different way of solving them is found, and as a consequence 
citizens will act in different ways in the same country. 


What, in Per6én’s theory, were these “great objectives the 
state is aiming at to guide the people of the nation?” The 
paramount ones previously mentioned in this paper were 
unity and social justice. Thomas Greene (the pen name of 
an expert on Argentine affairs) said that it was during his 
speech to the philosophers that Perén first defined the “third 
position,” or “justicialismo.” This new philosophy of govern- 
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ment, described as midway between Marx and Hegel, and 
thus midway between Communism on the one hand and capi- 
talism on the other, was claimed to have created a “socially 
just, economically free, and politically sovereign Argentina.” 7 
In Perén Expounds His Doctrine it is held that “the Perén 
Movement veers neither to the right nor to the left. It can 
not be comprehended in such terminology.” Perhaps the rea- 
son for this view was explained by Per6én when he said: 


The consideration of our own problems and the evolution 
that the world is experiencing at present are the bases on 
which the Revolution of June 4th was established and de- 
veloped in the political, economic and social aspects. 


This statement indicated that the political, economic, and 
social components of his theory were fused, and must be not 
isolated, but rather considered together, in the light of present 
experience. Some hint of a “balanced system” may be found 
in the following statement by Per6én, made in February, 1947: 


It must be remembered that before the National Congress 
I said that the evolution of human institutions and the 
trying-out of political and economic theories, justifies a new 
plan tending to facilitate the proper balance between the 
individual and the State, which might be the beginning of 
what we might call the Argentine rebirth. 


Further stress on the combining of political, economic, and 
social theory may be noted in these words of Peron on “integral 
government :” 


In this country no other government except a political 

one had ever been in power. We assumed the reins of a 

government which was not only political but economic and 

social as well. We are now guiding these three activities 
so as to obtain a government which is complete. 

In a comment on the old political oligarchy of the Argentine 
Republic, which is quoted at some length because of its per- 
tinence to an understanding of the new political theory, Vice 
President Perén said in August, 1945: 





7 Thomas Greene, “PerOnism: Fact and Fantasy 1. Juan and Evita 
in Action,” The Reporter, Vol. 2, February 28, 1950, p. 7. 
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If we examine the panorama of the Republic we can see 
a clearly marked division between the two parties that na- 
turally emerge from our struggle to obtain a better future 
for the workmen. On the one side, clearly outlined, is the 
oligarchy which had enthroned itself in the country for so 
many years; that oligarchy that had managed to exploit 
everything that was exploitable in the country and had gone 
even to the extreme of exploiting the destitution, ignorance 
and misfortune of our working classes... . Just as formerly 
the oligarchy exploited democracy for its own advantage, 
with its sequel of fraud, bribery and doubtful transactions, 
of which our political history is full; just as it exploited 
democracy for profit and to the detriment of the working 
class, so today it endeavours to raise the banner of the 
democracy it does not feel to serve its future political inter- 
ests which will change, as always, into “pesos” and more 
“pesos” drawn from the poor workers who are the ones who 
possess the least, but are most capable of working, of suffer- 
ing and of producing. 


The new theory of the Argentine state was more clearly 
announced in the following words of Perén: 


Neither exploitation by some nor compulsion by others. 
To grant rights and to exact obligations, maintained care- 
ful and protective by a just state constitutes the real summit 
of national aspiration. 


Furthermore, he maintained that the extremely delicate 
social and economic questions must not be left to the mercy 
of multiple contradictory and isolated resolutions. It must 
be the state, which is everybody and which consists of the 
integrated national community, that shall coordinate and exer- 
cise the inalienable constitutional function of promoting by 
every means the general well-being. 


Concerning the organization of political forces, Perén 
claimed, in speaking to an organizational meeting of the 
Peronista Party in December, 1947: 


It is to create a really intelligent idealistic party that we 
wish to organize our political forces, a party with pro- 
foundly human sentiments without which the masses become 
the helpless instruments of men who may be enlightened, 
or who may be wretched and self-seeking. 
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He added significantly : 


We interpret the Peronista movement differently from 
previous Argentine revolutions, which changed men but 
continued with the same system. We believe that the Argen- 
tine problem is not a political problem. It is an economic 
and social problem which the nation is demanding be solved 
after almost a century. 


Noticeable by its absence from the above-mentioned speech 
was any specific reference to the part to be played by labor, 
either organized or unorganized, in the formulation and growth 
of the Peronista Party. Nor was any reference made to labor 
at a reunion speech to the National Party in Buenos Aires, 
on July 25, 1949.° 

With respect to charges that the Argentine government was 
a copy of the Nazi pattern, President Farrell replied in 1944: 


There is no better answer to those who constantly call 
the Government “nazi” than this affirmation contained in 
the revolutionary proclamation. Today more than ever we 
emphatically declare our public repudiation for any foreign 
or extremist ideology. This argument, merely conventional 
and completely unfounded, no longer impresses even those 
who advance it. 


In explaining his attitude toward Communism, President 
Peron, in July 1947, said: 


Communism was born through the exaggeration of that 
system, which created the necessary culture-fluid for it to 
flourish in, and that has today divided mankind into two 
ideologies that are leading us to war, because the next war 
will be ideological—not political or economic. We follow 
the capitalist trend, but we are trying to ease the way it 
works, allowing it to get profits so as to create wealth, but 
not allowing man to be exploited. Earth and machinery 
must be exploited, but never man. The State will oblige 
it not to exploit man but to exploit the earth and machinery. 


8 See Discurso del Presidente de la Nacion Argentina General Juan 
Perén Pronunciado Durante la Visita de los Delegados al Congreso 
General Constituyente del Partido Peronista, Buenos Aires, 1947; n. p.; 
and Discurso del Gral. Juan Peron en el Acto Inaugural de la Reunion 
Nacional Partidaria, Buenos Aires, 1949, n. p. 
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Thus the government denied any attachment to either 
Fascism or Communism as such. 


m 

it 

he III. Social Theory of the Revolution 

ic 

d It will be recalled that in addition to a revolutionary and 
political theory, the government of the revolution espoused a 

h social philosophy, based on the concept of social justice, which 

; has a place of prime importance in the movement. This theory, 

r, . . . . . . . . 

h while implied in several quotations previously mentioned, is 

r specifically emphasized in a speech by Perén of September 

, 2, 1944: 


Our Revolution would have no justification if we could 

IS not fulfill that which we set out to accomplish at the start. 
One of the postulates stands out above all others in import- 

ance: social justice. We consider that a government which 


ll is accomplishing a campaign of social justice at a time like 
. this, and which dedicates itself to the simple administrative 
° work of government, will go down in history as of no im- 
a portance and unworthy of being remembered. Revolutions 
ul must have profoundly innovating aims; and in our case, 
af the fundamental innovation lies in leading the working 

population to a well-being superior to that which they ac- 
t tually possess; thereby uniting all Argentina in such a way 


that nationality be so moulded that it will never break 
down in the face of opposition. 


: Even at an earlier date, Perén stated that the creation of 
O the Department of Labor and Social Welfare had initiated a 
r new era in Argentine social policy. 
V Concerning social insurance, Per6én told the flour mill work- 
: ers in August, 1944: 
Infirmity or old age insurance is not a gift nor a charity. 
| It is a right which a man earns by working. Especially 
: in a country like ours, where a high standard of living has 
always been maintained, at the mercy of high salaries, a 
2 workman has more right to demand that the State organiza- 
0 tion shall ensure him a peaceful old age, without having to 


think that he will leave behind him in the world human 
i beings, bereft of all protection, to become fodder for the 
exploitation under which he has suffered. 
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With regard to pensions Perén proclaimed: 


Pensions cannot be a privilege but a right of all those who 
work. And to maintain this social insurance the State, the 
firms and the individuals must contribute, because while 
the two first-named prosper, the man who dedicates all his 
energies for the other two to grow... . 


Concerning the length of the work-day, he said: 


The reduction of the working day to just and legal limits 
is not, in reality, a social conquest, but rather a granting 
of a right of the workers, which by an injustice had not 
been done before. 


Perén felt that the future of the country depended upon 
the social security of its inhabitants, and apparently he was 
determined to attain it, for he warned in December, 1944: 
“This step of ours will be fought against. But I warn you, 
to that resistance we shall oppose the energy capable of ex- 
tinguishing it.’ 

On the question of public health Perén observed late in 
November, 1944: 


It is useless to have great doctors and specialists, if the 
benefits of their science cannot reach the people through the 
proper organizations. ... The State is at fault for this state 
of affairs because while medical men vie with one another to 
get a patient, in the interior of the country there are places 
where there is not a single doctor within fifty or sixty 
leagues and where people die without medical attention of 
any kind. The Government must find a solution to this 
problem. For this reason the subject of collective medical 
attention is as important as that of individual assistance... . 
The State must face the problem of medical attention for 
the benefit of those who earn little. It will be convenient 
to semi-socialize medicine, respecting the free exercise of 
the profession, and the right of the patient to choose his 
own doctor, besides furthering the development of the sys- 
tem of private medical attention for the wealthy classes. 


Nor was the need for sufficient rest overlooked in the social 
theory of the revolution. When head of the Department of 
Labor and Social Welfare, Perén observed: 


For the Department of Labor and Social Welfare it is a 
sacred duty to preserve the human working material. A 
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workman must have sufficient rest to restore his energies, 
consumed by fatigue. Already the periods of work are 
limited. We shall also control the rest periods, be they 
daily, weekly, or annual. And we think measures should 
be taken to assure the enjoyment of the rest, for which we 
are going to create centers of recreation for the workers, 
hostels and tourist centers, so that in a not very distant 
future every workman can have fifteen or twenty days vaca- 
tions in the mountains or at the sea-side. 


Richmond maintains, and he may well have been correct, 
that social aims inspired Chapter IV in Part 1 of the new 
Argentine constitution, excerpts from which follow: 


The Social Functions of Property, Capital, and Economic 
Activity 


Art. 38.—Private property has a social function and, in 
consequence, it shall be subject to the obligations that the 
law may establish for the purposes of the common good. 

Art. 39.—Capital should be at the service of the Nation’s 
economy, and should have social well-being as its principal 
object. Its several forms of operation may not go counter 
to the aims of common weal of the Argentine people. 

Art. 40.—The organization of wealth and its operation 
have as their object the well-being of the people, within an 
economic order conforming to the principles of social justice. 

Minerals, waterfalls, petroleum fields, coalfields, gas de- 
posits and other natural sources of energy, with the excep- 
tion of vegetable sources, are the imprescriptible and 
inalienable property of the Nation. ... 

Public services belong ab origine to the State, and in no 
event may they be alienated or conceded for operation. 


What seems to be an apt summary of the social theory of 
the revolution was stated as follows by Peron: 


Our social policy .. . tends above all, to change the mate- 
rialistic conception of life into exalting spiritual values. 
It is for this reason that we aim at raising the standard 
of social culture. 


® Richmond, op. cit., pp. 106-107, and Constitucion de la Nacion Ar- 
gentina, Sancionada por la Convencion Nacional Constituyente el 11 de 
Marzo de 1949, Chapter IV, Part 1, (Buenos Aires, 1949). 
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IV. Economic Theory of the Revolution 


Requisite to a full knowledge of the role of labor in Argen- 
tina’s new order, is some consideration of the economic theory 
of the revolution. Per6én said: 


The Revolution has had an economic aspect which might 
come under discussion, but we have done it for the good of 
the country ; this economic aspect has been the liberation of 
Argentine wealth so that it might be used to benefit and 
increase the happiness of the Argentines. .. . Our Revolu- 
tion is the second outstanding epoch in the history of the 
country. The first achieved political freedom; now the 
second is being waged to obtain economic independence... . 
The Nationalization of our economy, which is in itself an 
end, requires the utmost help to be rendered by private 
companies as well as by collective organizations; by free 
individual initiative as well as by the organizing capacity 
of the State itself. 


But why “nationalization” of the economy, and how was 
this “liberation of wealth” to be achieved? The first question 


Perén answered clearly in June, 1946, when he commented: 


Traditionally, and in a dogmatic manner, our political 
economy rested on the conviction that the State should re- 
fuse to take any part in the exercising of industrial activity. 
Experience has shown us, however, that it is impossible for 
a young and vigorous economy such as ours is, to wait until 
private enterprise reaches the necessary maturity; or, with- 
out taking adequate precautions, to entrust to private 
initiative enterprises our riches closely connected with State 
concerns. 

The second question he answered, at least partially, in the 


following manner: 


The national economy must be based on state control of 
its fundamentals, leaving to private initiative, at times in 
collaboration, or in mixed form with the state, or exclusively 
on its account, the development of production and the. 
manufacture of articles. 


Just what Perén meant by a “national economy” he clari- 
fied to a great extent in June, 1948, when he said: 


My basic idea in economic matters is simple and clear. 
I have never believed that one could speak of an economy 
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for employers and an economy for workers, but of a national 
economy. For this reason, the problems affecting any of 
the different social groups are not exclusive of the group in 
which they arise at a given moment, but common to practi- 
cally all. And such is the relation among all the factors of 
production, distribution and consumption of wealth, that the 
economic life of the workers cannot be organized without 
touching the foundations of the economy of the employers. 


In answering a typical criticism of the new Argentine sys- 
tem to the effect that it was not a “free economy,” Perén was 
direct: 


Some people will say that we are nazis, or that we are 
fascists: I ask them to tell me what country exists in the 
world where economy is free. When it is not controlled by 
government, it is controlled by the great financial trusts, 
with this difference: that the government guides it in bene- 
fit of all the inhabitants of the country and the capitalist 
trusts direct it towards their own cash register machines. 


His concept of freedom, Perén explained when he said: 


Freedom must be achieved through work by first of all 
giving man economic liberty, which is a fundamental neces- 
sity. We are not in favor of the one-sided freedom which 
has existed since long ago, and which affords the rich the 
liberty to do what they will, and the poor only one choice: 
to die of starvation. 


Should there be any doubt as to the attitude of the revolu- 
tionary government toward capitalism, the following words 
uttered by Perén in 1944 might be pertinent: 


Capitalism is a cold force of accumulation, international 
in character and without Motherland or soul. It is in other 
words the agglomeration of everything that is spurious in 
money. It is also the cornering of wealth. 


I have always looked upon as prejudicial the capital which 
attempts to set itself up as an instrument of domination. 
On the other hand I consider it useful and beneficient when 
I see it elevate its functions to the rank of an effective co- 
operator in the economic progress of the country. 
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If one attempted to extract a single theory of value from the 
doctrine of the revolution, he would go amiss if he did not 
include Perén’s comment of August 10, 1944, to the effect that, 
“The country is formed primarily of men, and neither land 
nor machinery nor money are factors which can be put before 
man, who suffers and works: and without whom none of these 
has any value.” 
As to the new concept of wealth, he said: 

Thinking of the modern State, no one any longer believes 
that the wealth and power of a country is represented by its 
store of gold or the value of its deposits. The wealth of a 
country depends on the degree of organization reached by its 
human element, with its spirit of initiative and its capacity 
for work; on the area and fertility of its soil; on its indus- 
trial plants ... on adequate credit and a financial footing 
which enables the whole system to run smoothly; and finally, 
on a state of social harmony and concord. In this group of 
ideas, not forgetting the degree of importance of each point 
mentioned, the national economy must be based on the fact 
that all fundamental components be controlled by the State. 

V. Labor Theory of the Revolution 


There can be little doubt, as is indicated by the discussion to 
this point, that the philosophy of the Argentine Revolution 
was oriented around the central theme of strengthening the 
national economy through improving the condition of the 
working people, and indeed giving the role of labor a hitherto 
neglected place in the socio-economic structure of the nation. 
The question arises, “What is the nature of the relationship 
of labor to the national economy, and in what manner is labor 
participation to be effectuated?” Since the total philosophy 
of the revolution is foreign to the North American concept of 
economic and social order, it is to be expected that the theory, 
as well as practice, of labor in the Argentine organization 
will be different from the concept of labor organization and 
policy in the United States. Unfortunately, many persons in 
this country overlook that obvious fact in their attempts to 
evaluate the labor movement in Argentina. It is well to recall 
Marks’ warning that, “... the facts are drawn from a nation 
with a frame of reference considerably different from that 
of the United States.” 1° 
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In a message to Congress in 1944 President Farrell stated: 


The question of the legal recognition of labor, and the 
social problems connected with it, have been a matter of 
special attention in this year of 1944. ... There must not 
continue to exist among Argentine laborers ... those who 
do not have a minimum of logical and reasonable benefits 
which permit their incorporation in society as fundamental 
elements in society. This is not a vain pronunciation, but 
a definite proposal which is going forward for the better- 
ment of wages and salaries. 


A further explanation of the relationship between govern- 
ment and labor was given by Farrell in 1945: 


It must not be forgotten that the true transformations 
which must operate between workers and employers can- 
not be based on a salary policy or an increase of salary, 
which can be lost much more easily than it can be gained. 
True protection is found by workers in a powerful organiza- 
tion of the State of law, which may recognize the authentic 
necessities of all social groups and administer justice with- 
out favoritism. 


Perén made it adequately clear, in addressing the National 
Congress setting forth the Five-Year Plan, that when he 
spoke of labor in the new economy he meant organized labor: 


We aspire towards the perfect organization of Argentine 
labour, of its wages, periods of rest and working condi- 
tions. We wish that in future lower costs of production 
be the outcome of a more perfect industrial organization, 
better machinery, a higher degree of perfection, excellent 
labour, but never the result of the exploitation of the 
workers. 


As a further indication of the importance conceded to labor 
by the revolutionary government Perén claimed that Argen- 
tina is the first country in which the workers will form part 
of the diplomatic representations abroad. He said: 


A course of capacitation is already functioning to prepare 
the labour attaches who will represent the Republic in all 
the countries of the world, as members of the Argentine 


10 Marks, op. cit., p. 484. 
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diplomatic service. Thus, we will extend our international 
relations, formerly restricted to the social spheres, to the 
working classes throughout the world. We have withdrawn 
from night-clubs, in order to devote more attention to labour 
unions. 

























As to the place of the working class in the national economy 
Perén told the members of the Stock Exchange in Buenos 
Aires, August 25, 1944: 





There is only one way to solve the problem of agitation 
among the masses, and that is a true social justice, within 
the limits of all that is possible for the wealth of a country 
and its proper economy, as the welfare of the governing 
classes and the working classes is in direct relation to the 
national economy. To go further than that is to head for an 
economic cataclysm, to hold back is heading for a social 
cataclysm, and today these two extremes of giving a lot 
or of giving nothing, like all extremes, converge and mean 
for the country in either of the two cases, absolute ruin. 


He set forth what to him were the real aims for workers, 
which were not to be based on the policy of salaries alone, but 
rather: 





The real protection of workers consists in a potent and 
effective organization which should work jointly with a 
powerful state organization of the law, who should have 
knowledge of the necessities of all social groups and admin- 
ister justice without claudication. 


Yet, Perén also gave attention to the remuneration aspect 
when he said: 








We also have the reorganization of remuneration, an- 
other aspect, which the workmen restrict within a small 
margin; the salary. The workman receives direct and in- 
direct remuneration. It is necessary that in direct remun- 
eration there be established a perfect schedule of salaries in 
relation to capacity and service rendered, increasing in 
such a manner that when a man abandons his job to be 
pensioned or owing to an accident, he has enough to be able 
to enjoy what remains of his life in comfort, cleanliness 
and decency. It is necessary to study remuneration scien- 
tifically, as much for the town workers as those in the 
country. These schedules of remuneration must be studied 
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and developed to the utmost, to prevent that in future that 
what has been established might be reduced and that we 
return to the old conception that everything connected with 
remuneration begins and ends with the salary. This can- 
not be. It must include all salaries, direct and indirect, 
perfectly studied and established. 


When announcing the decree regarding pensioning of com- 
mercial employees, December 4, 1944, he further stated: 


The minimum wage and living salary must be determined 
by what the English call “Minimum level of life.” This 
consists in the balance between the salary or daily wage, 
with the barest necessities for subsistence in dignified 
conditions . . . those who are beneath this line are the 
SUBMERGED, who have to make up for the deficiency of 
the minimum wage by privations and penuries, which finally 
affect their physical and spiritual health. Those who are 
above this line are the EMERGED, whom fortune has 
favoured, and who in many cases squander the excess of 
their means for satisfying other excesses. The task of the 
government in social policy must tend to assure that nobody, 
or at least the lowest possible number of men who work 
shall be in the state of being SUBMERGED. 


Many persons in this country have been uncertain as to the 
status of organized labor in the new regime, some reporting 
that trade unions have been destroyed; others that they have 
been outlawed. In the Manual del Peronista, which has the 
approval of Peroén, if not actually written by him, in large 
part at least, it is stated: 


The association of workers is for us the basis of our pro- 
cedure. Professional associations, employer as well as em- 
ployee, can only be beneficial, fruitful, and efficacious, if 
they orient their action toward objectives of betterment in 
all the aspects which govern the dignity of man, grouping 
where it is possible, the workers of a single branch of 
activity in a single association. 


In this same publication is a further key to the new union 
philosophy :?! 


We are not syndicalists, nor corporativists, we are only 
men who want trade unions well organized and directed, 
because the unorganized masses are always the most dan- 
gerous for the State and for themselves. 
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According to “Peronism,” in what consists the good of 
unionism? 


In the first place it consists in the type of organization 
which is completely popular, which has no closed routes, 
and which does not act for individuals nor for cliques, be- 
cause these are destroyed within the union. In unionism 
no one struggles for a man but for an organization. 


With regard to the relation between these organizations 
and the state, Perén in 1944 said: 


Those organizations that unite with the purpose of form- 
ing a trade-union must be supported and defended by the 
State, and those unions that have ulterior political or 
ideological motives, must be placed aside by the law, and 
be made to obey the law. So, if we favour labour within 
our law, protected by our powerful, free, democratic and 
republican institutions, we cannot, by any means, favour 
any association, whether political, ideological, social, reli- 
gious or racial, that aims at direct or indirect destruction 
of these institutions. 


To make clear the power of the state over trade unions, 
Perén added: 


In order that the development of the juridical economy 
and social relations between the employers and workmen 
should take place peacefully, neither can the former be 
freed from the vigilance of the State in order to avoid 
fulfilling their duties, nor can the workers expect the trade 
union to be supreme and to take to itself the authority that 
is the exclusive property of the State. 


He had more to say concerning “freedom” of trade unions: 


We have stated that the formation of trade-unions will 
be free and we shall protect that freedom; but we believe 
it to be our duty to advise the workers as to the way in 
which they will prove more efficient in their struggle to 


11Qn the other hand, Ysabel F. Rennie, reported that Perén told the 
editor of El Mercurio, of Santiago, Chile: “I personally believe in cor- 
porate unions, and as such I am anti-Communist, but I believe that 
labor should be organized under the government so that the workers 
and not the leaders and agitators may have the greatest benefit from 
their efforts. Ysabel F. Rennie, The Argentine Republic, p. 361. 
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defend their own interests. There are some who fight for 
a free syndicalism that permits a union chess board. I 
have been called a nazi and other things because I stand 
for the unity of each union. I know well that those who 
want to divide a guild, do it because they cannot reconcile 
guild interests with personal interests. I defend the abso- 
lute unity of each guild because I have nothing to win and 
nothing to lose thereby. 


Perén explained that the “oligarchies” (previous govern- 
ments) had always resisted the formation of syndicates, but 
that the new government was aiming to protect them and 
further their interests in every way possible. The only un- 
ions, he continued, which his government would fight against 
were those not directed by “sincere workers,” those leaders 
who traded on the misery of the masses and often derived 
profit from both sides. 

He made it clear that, in his opinion, the well-being of 
workers could be insured only by themselves, and that is why 
he urged them to organize, adding: 


The defense of union interests in the syndicates must 
come first. There is for the existence of a syndicate only 
one reason: that all should unite to defend the interests 
of all. If syndicates devote themselves to other questions 
but those of guild defense that which often happens when 
an attempt is made to do two things at once will occur: 
either they perform their duty badly or they do not do it 
at all. ... For these reasons I criticize and shall keep on 
criticizing those who want to mix politics and trade union- 
ism. Politics are for political committees, when it finds its 
way into a syndicate it begins to create fear, then argu- 
ments and finally antagonism between fellow-members, who 
end up by fighting among themselves. It is a building in 
which cracks appear which gradually widenuntil it collapses. 


Notwithstanding his advice concerning unions and politics, 
he told a meeting of the C.G.T. in July, 1947: 


The Government needs organized syndicates and head- 
quarters for the workers, as powerful as possible, because 
that is the support it will have in the future, to accomplish 
the great destinies of this country, which is what both 
Government and labour are working for. A simple explana- 
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tion avoids our entering into further commentaries. <A 
powerful headquarters for the workers is the best security 
for the Government, which relies on no other force than 
that of labour. 


In connection with labor leaders, Perén said while still head 
of the Department of Labor and Social Welfare: 


The strength of the unions depends on the leaders that 
are chosen, not men with strange notions in their heads, 
but those whose aim it is to defend their trade union. Men 
who know that for a worker there is no higher aim or greater 
honour than to defend his own fellow-beings. 

To have in the organization a leader that goes after other 
ideological or political objectives is like having a negative 
factor in your own house. 


On the legal status of trade unions in present Argentina, 
Perén mentioned his attitude in November, 1944, at a dinner 
offered to Colonel Mercante: 


Unions are legal associations which must be encouraged 
and defended by the government by all the means at its 
disposal, because they constitute the modern foundation of 
social balance. Wealth may be powerful, but without social 
stability, it is extraordinarily fragile and may originate 
chaotic situations, such as those we observe in many coun- 
tries of the world. We must eliminate the unconscious fear 
which the association in syndicates or trade-unions of the 
workers carrying out similar activities, commonly inspires. 
No modern nations perfectly balanced will exist until all the 
activities common to men are grouped in and represented by 
the representative organizations of the new communities 
which replace the decrepit and reactionary politicians of 
former times. 


After the 1945 decree concerning, among other things, the 
legality of trade unions, had been issued, Perén made the 
following explanation with respect to legal status of syndi- 
cates: 


In the Argentine legislation the professional associations 
obtaining the legal status granted by the Secretariat of 
Labour and Welfare enjoy certain prerogatives, such as the 
right to hold meetings in closed premises without requesting 
prior permission, the defense and representation before the 
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State of the collective and individual interests of the asso- 
ciates, the collaboration with the State—in the capacity of 
technical and consultative agencies—in the study and solu- 
tion of problems concerning professions, and the negotiation 
of collective labour agreements. This different treatment 
of associations is logical for it results from the fact of the 
institution having or not having obtained legal status.... 
any association may obtain legal status—even if another 
one is already enjoying it—on proving that it has a larger 
number of affiliates. 


He noted further, in speaking to an organizational meeting 
of the C.G.T. in February, 1947: 


The responsibility of the government to safeguard the 
fundamental institutions and to maintain the equilibrium 
among the distinct social groups, imposes on it the obliga- 
tion to follow closely the development of the syndical move- 
ment, preserving the principle of its authority in order to 
avoid that it be perverted and utilized by influences foreign 
to the interests of the workers. 


Thus it can be seen that the trade union, in the revolutionary 
theory, was given legal status in the new scheme of socio- 
economic relations, although, as would be expected, with the 
limitations compatible with existing institutions and legisla- 
tion. 

What was the philosophy of the new government toward 
disputes between capital and labor, and specifically toward 
strikes? Peron, while still head of the Department of Labor 
and Social Welfare, in July 1944, expounded upon the ques- 
tion of class conflict as follows: 


Labour conflicts are settled only by two means: by force 
or by justice. The days have passed when conflicts could 
be settled by force. The postwar can bring problems which 
only privileged minds can foresee in their full significance. 
These conflicts, which may even lead to civil war, represent 
such an extraordinary destruction of values, that no person 
can hope to remain unaffected by them. 


To avoid these upheavals it is necessary to analyse the 
situation of the country as regards social justice and to find 
the means to eliminate the causes as the only way to prevent 
their effects. Behind any revolt, whether an unimportant 
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strike or a civil war, there is always a cause. Accordingly, 
let us try to eliminate all these causes to ensure a concord 
based on social justice, thus making impossible any altera- 
tion of the good relations ruling among labour, capital and 
the State. 


He was further of the opinion that: 


For each strike occurring naturally, there are five provok- 
ed artificially, and they are produced by irregular masses, 
who have leaders who do not respond to the masses. 


In speaking to the National Congress on May 1, 1947, 
Peron said: 


The life of labor is apparently filled with inevitable con- 
flicts between employer and employee. ... But the greatest 
satisfaction we can find in the conflicts which have occurred, 
is that they have been resolved satisfactorily by interven- 
tion of the proper organs of executive power. 


Carlos Aparicio, spokesman for the Perén program, said, in 
discussing the attitude of the government on unions and 
strikes :!* 


The very fair advances achieved by the collective entities 
called syndicates benefit equally and collectively each one 
of their components. But these rights and advances, de- 
fended and established by institutions of the state, create 
obligations on the part of the beneficiaries, and in accord- 
ance with this new status there must be suppressed the pro- 
cedure of struggling, now unnecessary and disturbing to the 
social peace. In this order of ideas it is convenient to think 
about again the so-called right of strike. The right to take 
justice into one’s own hands is conceivable only in the pre- 
vious epoch, lacking labor courts and an active and vigilant 
Secretary of Labor and Social Welfare. Once social sta- 
bility by means of labor justice is secured, strikes are 
absurdly anti-social and unjust, by which certain syndicates, 
or parts of them, break the social harmony, attacking it in 
its social and individual roots—a social harmony which only 
can be presided over by the state with corresponding re- 
sponsibilities. 


12Carlos Aparicio, “Por la Justicia Hacia la Armonia Social,’ in 
Comision Nacional de Cooperacion Intelectual, Argentina en Marcha 
(Buenos Aires, n.d.), pp. 346-347. 
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It is sufficient to mention here that Perén has suggested 
methods by which labor conflicts may be kept at a minimum. 
Among these is the signing of collective agreements between 
the workers and the employers, under the supervision of the 
state. 


In addition to this method of eliminating labor conflict, the 
new government has instituted a system of labor courts, re- 
ferred to by Perén as follows: 


. . . when we initiated the study of the complex tasks 
which the Department of Labour and Social Welfare had to 
undertake, we found it would be indispensable to create a 
court of justice for resolving the litigations originating 
from the relations between workers and employers... on 
several opportunities. ... I promised the leaders and work- 
men in general that I would undertake to defend before the 
Government of the Nation the necessity to create this Court. 
Since four months this promise has already been a theoreti- 
cal fact, but since today the Justice of Work is a reality in 
practice for the workmen of the Nation. 


There has been established a more or less uniform proce- 
dure with regard to the handling of labor disputes and strikes 
by the government, within the framework of the labor courts. 


Summary: Contrary to the views of many North American 
writers, the revolutionary forces of June 4 embodied a theory 
of socio-economic organization which made it more than the 
ordinary military revolt, and actually resulted in a sharp 
break with past philosophies of government in the country. 

The basic concepts of the new order, as conceived by Per6én, 
in June, 1943, were the achievement of unity among the 
various elements of the Argentine society and the establish- 
ment of social justice. The fundamental content of the con- 
cept of this justice seems to have consisted in securing for 
labor a higher level of real wages, shortening of the working 
day by law, together with compulsory and paid vacations 
for all workers. In addition, the aim was complete social 
security coverage for all workers, including the semi-socializa- 
tion of medicine. It may be observed that the objectives of 
the government with regard to labor have been among the 
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primary subjects of collective bargaining by so-called “free” 
trade unions. These improved conditions for the Argentine 
people were to be achieved through a fundamental change in 
the economy by such measures as land redistribution and rent 
control, public ownership of mineral and other natural re- 
sources, all public utilities, and the basic industries. 


The political theory of the movement was based on the real- 
ization that the evolution of human institutions had to keep 
pace with change in the material economic environment in an 
effort to facilitate the proper balance between the individual 
and the state; at the same time it was necessary to plan a 
national economy more in conformity with social justice. The 
social theory of the revolution envisaged a change in the 
materialistic concept of life by placing more emphasis on 
social welfare and the development of a higher culture among 
the working masses. The economic aim was to achieve na- 
tional independence in that sphere through state control of- 
the fundamentals of the economy so that there would not be 
an economy for the employers and one for the workers, but 
rather a national economy. 


The entire new system, in its political, social, and economic 
aspects, embodied a complete organization of workers into 
syndicates, operating under the supervision of the state, in 
an effort to improve the standard of living of laborers and 
elevate them to a place of primary importance in the whole 
society. Thus organized labor was to cooperate with organ- 
ized employers and the state in an effort to achieve unity on 
national economic policy and to eliminate the destructive class 
conflict. The ultimate result was to be the creation of a 
“socially just, economically free, and politically sovereign 
Argentina.” 





